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COMMUNITY  INVESTMENT  PRACTICES  OF 
MORTGAGE  BANKS 


WEDNESDAY,  SEPTEMBER  28,  1994 

House  of  Representatives, 
Subcommittee  on  Consumer  Credit  and  Insurance, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:05  a.m.,  in  room 
2128,  Rayburn  House  Office  Building,  Hon.  Joseph  P.  Kennedy 
[chairman  of  the  subcommittee]  presiding. 

Present:  Chairman  Kennedy,  Representatives  Rush,  Roybal- 
Allard,  Barrett,  Furse,  Velazquez,  Fields,  Watt,  Waters,  Maloney, 
Castle,  King,  Pryce,  Knollenberg,  and  Lazio. 

Chairman  KENNEDY.  The  subcommittee  will  please  come  to 
order.  We  expected  Ms.  Waters  to  come  and  testify  first.  If  she  gets 
here  in  the  next  few  minutes,  we  will  allow  her  to  begin  her  testi- 
mony. If  not,  we  will  start  with  the  first  panel  and  take  it  from 
there. 

This  morning,  we  examine  the  community  investment  practices 
of  mortgage  banks.  Like  last  week's  hearing  on  credit  unions,  this 
hearing  is  long  overdue.  The  mortgage  marketplace  has  changed 
dramatically  over  the  course  of  the  last  two  decades,  but  the  laws 
governing  that  marketplace  have  not.  As  a  result,  we  have  wit- 
nessed a  huge  regulatory  gap  that  has  benefited  mortgage  banks 
and  credit  unions  to  the  detriment  of  banks,  thrifts,  and  especially 
working  families. 

When  the  Community  Reinvestment  Act  was  enacted  in  1977,  it 
applied  only  to  banks  and  thrifts.  That  was  a  reasonable  policy  be- 
cause banks  and  thrifts  made  82  percent  of  the  home  loans  in  the 
country.  Today  they  write  less  than  half  of  all  mortgages. 

On  the  other  hand,  mortgage  banks  and  credit  unions  now  write 
52  percent  of  mortgages,  up  from  about  18  percent  in  1977.  Yet, 
they  have  absolutely  no  obligation  to  serve  the  needs  of  low-  and 
moderate-income  communities  as  do  banks  and  thrifts  under  the 
CRA  Although  mortgage  banks  may  be  owned  by  federally  insured 
lenders  and  thus  indirectly  affected  by  their  parents'  CRA  obliga- 
tions, most  are  completely  exempt  from  this  important  law. 

This  exemption  is  in  large  part  the  reason  why  mortgage  banks 
appear  to  do  a  poorer  job  than  banks  and  thrifts  of  serving  low- 
and  moderate-income  communities.  Mortgage  data  shows  that  just 
15  percent  of  mortgage  banks'  conventional  loans  go  to  these  areas, 
compared  to  20  percent  for  banks  and  thrifts.  In  addition,  a  recent 
study  by  the  Woodstock  Institute  shows  that  mortgage  banks' 
share  of  affluent  white   suburban   markets   is   two   to  four  times 
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greater  than  their  share  of  working  class  and  minority  markets. 
Banks,  in  contrast,  penetrate  these  markets  in  roughly  equal 
percentages. 

These  numbers  strongly  suggest  that  because  of  laws  like  CRA, 
banks  and  thrifts  have  paid  more  attention  to  underserved  commu- 
nities than  mortgage  banks.  They  have  done  the  creative  under- 
writing, the  advertising,  and  the  branching  that  is  needed  to  meet 
the  credit  needs  of  the  working  and  minority  consumers. 

Mortgage  banks  have,  by  and  large,  ignored  these  consumers  and 
instead  they  have  focused  their  attention  on  high-dollar,  high- 
volume,  plain  vanilla  suburban  markets.  This  trend  is  profoundly 
troubling,  not  just  to  me  but  to  other  elected  and  public  officials, 
as  well  as  to  many  community  representatives.  Fed  Governor 
Lindsey,  Treasury  Under  Secretary  Newman,  Comptroller  Ludwig, 
and  OTS  Director  Fiechter  have  all  pointed  out  that  the  regulatory 
playing  field  favors  mortgage  banks  and  is  tilted  against  insured 
depositories  and  consumers  of  modest  means. 

The  regulatory  exclusion  enjoyed  by  mortgage  banks  is  especially 
troubling  because  of  the  tremendous  benefits  that  the  industry  en- 
joys courtesy  of  the  American  taxpayer.  Although  they  don't  re- 
quire deposit  insurance,  mortgage  banks  sell  virtually  all  of  their 
loans  to  the  secondary  market  enterprises,  Ginnie  Mae,  Fannie 
Mae,  and  Freddie  Mac.  Ginnie  Mae  is  a  wholly  owned  government 
corporation.  Fannie  Mae  and  Freddie  Mac  are  government- 
sponsored  entities  that  enjoy  a  line  of  credit  to  the  Treasury,  not 
to  mention  favored  treatment  under  tax  and  securities  laws. 

I  think  it  is  fair  to  say  that  mortgage  banks  would  not  exist  were 
it  not  for  the  creation  of  these  government-sponsored  enterprises, 
nor  could  they  have  the  increased  share  of  the  mortgage  market 
without  the  generous  FHA  mortgage  insurance  that  again  is 
backed  up  by  the  American  taxpayer. 

It  is  only  fair  to  ask  mortgage  banks  to  meet  certain  responsibil- 
ities commensurate  with  these  benefits.  Among  those  responsibil- 
ities must  be  an  obligation  to  serve  all  of  the  taxpayers  who  implic- 
itly support  the  mortgage  banking  industry,  including  working  and 
minority  taxpayers. 

The  recent  fair  lending  agreement  between  the  industry  and  the 
Department  of  Housing  and  Urban  Development  is  an  important 
step  by  the  industry  toward  accepting  this  obligation.  The  industry 
deserves  credit  for  taking  these  steps,  and  I  believe  that  the  mort- 
gage banking  industry  has  done  a  much  better  job  than  its  counter- 
parts in  both  banking,  insurance,  and  in  credit  unions  in  terms  of 
how  they  have  worked  out  this  agreement  with  HUD.  But  having 
said  that,  I  also  want  to  point  out  that  voluntary  agreements  such 
as  this  may  not  solve  the  problem. 

So  much  is  obscured  by  shining  a  light  on  the  good  actors  and 
allowing  the  bad  to  continue  to  operate  unchecked.  Ultimately, 
such  agreements  must  not  deflect  our  attention  from  what  matters 
most,  whether  or  not  the  regulatory  playing  field  is  level  and 
whether  consumers  are  receiving  the  credit  that  they  need  and 
deserve. 

I  want  to  thank  all  of  our  witnesses  for  traveling  to  be  with  us 
this  morning.  Your  insights  will  help  us  as  we  continue  to  consider 
this  important  issue.  I  would  like  to  note  for  the  record  that  we  in- 


vited  representatives  of  the  banking  industry  to  be  with  us  this 
morning;  however,  they  declined  our  invitation.  Maybe  their  ab- 
sence is  because  a  few  banks  and  thrifts  own  mortgage  banks  and 
they  are  not  as  happy  about  extending  CRA  to  mortgage  banks  as 
they  are  to  credit  unions.  We  had  them  en  masse  last  week.  Maybe 
we  can  change  their  thinking  on  that. 

Anyway,  let  me  now  recognize  my  colleague,  Mike  Castle,  who 
does  a  great  job  on  this  subcommittee,  from  the  State  of  Delaware. 

Mike. 

Mr.  Castle.  Thank  you  very  much,  Mr.  Chairman. 

I  am  struck  by  the  fact  that  the  banks  are  not  here,  in  light  of 
the  rather  kind  things  you  said  about  them  in  your  opening  com- 
ments on  their  CRA  practices.  I  do  thank  you  for  the  opportunity, 
and  I  think  all  of  us  want  to  encourage  economic  growth  in  low- 
income  communities  and  to  ensure  that  all  Americans  have  a  fair 
opportunity  to  obtain  credit.  The  question  we  face  is,  how  can  the 
Federal  Government  best  achieve  these  goals? 

The  Community  Reinvestment  Act  is  one  method  the  Federal 
Government  has  used  to  ensure  that  federally  insured  financial  in- 
stitutions serve  all  parts  of  the  community.  The  Federal  bank  regu- 
lators are  now  attempting  to  modify  the  CRA  regulations  to  make 
the  program  more  effective  and  reduce  the  paperwork  burden  on 
banks. 

This  subcommittee  is  now  examining  whether  CRA  should  be  ex- 
panded to  include  mortgage  bankers,  credit  unions  and,  possibly, 
other  financial  service  providers.  I  think  it  is  fair  to  ask  whether 
these  businesses  should  have  some  form  of  community  reinvest- 
ment responsibility.  However,  in  view  of  the  ongoing  efforts  to  im- 
prove the  existing  CRA  Program,  I  think  we  should  be  very  careful 
at  developing  potential  recommendations  for  expanding  CRA.  If 
this  subcommittee  ultimately  decides  to  expand  the  CRA,  we 
should  make  sure  it  is  done  in  a  manner  that  actually  benefits  low- 
and  moderate-income  Americans  without  placing  an  unreasonable 
burden  on  legitimate  businesses. 

I  am  interested  in  learning  more  about  the  September  14  agree- 
ment between  HUD  and  the  Mortgage  Bankers  Association  to  in- 
crease lending  to  minority  and  low-income  borrowers.  I  think  this 
agreement  is  a  good  start,  but  I  realize  it  has  been  criticized  by 
some. 

This  hearing  should  help  clarify  the  issues  on  how  we  should  en- 
courage sound  lending  practices  in  low-  and  moderate-income  com- 
munities by  all  lenders.  And  I  look  forward  to  the  testimony  of  all 
the  witnesses  and  I  yield  back,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Castle  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  Thank  you,  Mr.  Castle. 

Thank  you,  Mr.  Castle. 

Mr.  Peter  King.  Peter. 

Mr.  King.  Thank  you,  Joe. 

Mr.  Chairman,  I  am  pleased  to  be  here  today  to  examine  the 
community  investment  practices  in  mortgage  banks.  I  want  to  wel- 
come the  panel  of  witnesses.  I  look  forward  to  hearing  their 
testimony. 


Of  course,  I  see  my  colleague,  Ms.  Waters,  here.  I  especially  look 
forward  to  listening  to  what  she  has  to  say,  and  I  always  listen 
very  carefully  to  what  she  has  to  say — to  me,  in  particular. 

So  I  look  forward  to  your  testimony. 

In  particular,  I  want  to  welcome  Al  DelliBovi  from  New  York.  I 
am  aware  of  his  record  of  service  in  the  Reagan  administration,  the 
Bush  administration,  and  also  as  a  former  elected  official  in  the 
State  of  New  York.  He  has  demonstrated  a  commitment  to  expand- 
ing home  ownership  opportunities.  I  am  looking  forward  to  hearing 
his  perspective  today. 

Mr.  Chairman,  in  my  own  region  of  Long  Island,  mortgage  banks 
play  a  very  vital  role.  These  institutes  have  a  stake  in  the  commu- 
nities they  serve  and  must  maintain  a  commitment  to  promoting 
home  ownership  opportunities  and  fair  lending  practices.  One  local 
mortgage  banker,  Mr.  Don  Henning,  who  is  the  president  of  a 
mortgage  company,  has  stayed  in  touch  with  my  office  to  report  on 
his  efforts  in  connection  with  the  Fair  Lending  Agreement  that  was 
recently  announced  jointly  by  the  Clinton  administration  and  the 
mortgage  banking  industry.  I  am  impressed  by  the  goals  of  the 
agreement  and  by  his  commitment  to  them. 

As  a  member  of  the  subcommittee,  I  am  eager  to  work  with  my 
colleagues,  Mr.  Chairman,  with  you  and  the  Clinton  administration 
and  the  mortgage  banking  industry  to  ensure  that  the  Fair  Lend- 
ing Agreement  is  fully  implemented  and  successful.  Thank  you 
very  much. 

Chairman  Kennedy.  Thank  you,  Peter. 

We  now  would  like  to  turn  to  Nydia  Velazquez. 

Ms.  Velazquez.  Good  morning.  Thank  you,  Mr.  Chairman. 

As  I  have  stated  many  times  in  this  subcommittee,  responsible 
community  investment  by  the  private  sector  is  central  to  the  reju- 
venation of  our  neglected  inner-city  neighborhoods  and  rural  ham- 
lets. With  it,  we  stand  a  chance  of  breathing  back  hope  into  neigh- 
borhoods which  are  now  characterized  by  despair.  Without  it,  the 
cycle  of  poverty  and  decay  will  accelerate. 

Unfortunately,  the  private  sector  must  often  be  prodded  to  do  the 
right  thing.  Congress  gave  commercial  banks  and  thrifts  a  big  push 
in  the  right  direction  17  years  ago  when  it  adopted  the  Community 
Reinvestment  Act.  We  may  now  need  to  move  the  mortgage  bank- 
ing industry  along  the  same  route. 

In  1977,  commercial  banks  and  thrifts  controlled  about  three- 
quarters  of  the  home  mortgage  market.  With  the  CRA,  we  sought 
to  ensure  that  these  large  players  put  the  credit  needs  of  every 
community  on  an  even  footing.  The  law  has  it  shortcomings,  but  it 
is  clear  that  the  Community  Reinvestment  Act  has  reinforced  the 
responsibility  of  the  lending  community  to  promote  lending  in  low- 
and  moderate-income  minority  neighborhoods. 

Times  change.  Over  half  of  all  home  mortgages  are  now  origi- 
nated by  mortgage  banks.  However,  the  law  remains  the  same.  Al- 
though independent  mortgage  companies  make  a  smaller  share  of 
loans  to  low-income  home  buyers  than  do  depository  institutions 
and  their  affiliated  mortgage  companies,  the  CRA  continues  to  ex- 
clude them  from  its  coverage. 

I  am  aware  of  the  industry's  recent  attempts  to  make  amends. 
The  Mortgage  Bankers  Association's  September  13  "Best  Practices 


Master  Agreement"  with  HUD  may  be  the  wakeup  call  that  the 
mortgage  companies  finally  answer.  However,  that  call  may  have 
been  placed  too  late.  Unless  the  industry  as  a  whole  changes  course 
swiftly  and  decisively,  we  in  Congress  will  have  little  choice  but  to 
bring  the  law  up  with  the  times  and  extend  the  CRA  to  today's 
dominant  players  in  the  home  mortgage  industry. 

Thank  you. 

Chairman  Kennedy.  Thank  you  very  much,  Nydia. 

Ms.  Pryce,  would  you  like  to  make  an  opening  statement? 

Ms.  Pryce.  Thank  you.  No. 

Chairman  Kennedy.  Thank  you  very  much.  There  being  no  fur- 
ther opening  statements,  we  will  proceed  with  our  first  witness. 

I  am  pleased  that  the  subcommittee  will  now  hear  from  one  of 
its  own  and  most  distinguished  members.  Maxine  Waters  has  done 
a  tremendous  job  in  looking  out  for  the  poor  people  and  minorities 
of  our  country  since  her  first  days  here  in  the  Congress  and 
throughout  her  whole  career.  She  has  been  particularly  interested 
in  CRA-type  responses  by  our  Nation's  financial  institutions  and, 
to  that  end,  she  has  introduced  H.R.  1700,  which  would  establish 
community  investment  requirements  for  mortgage  banks. 

We  are  all  very  much  looking  forward  to  your  efforts,  and  con- 
tinue to  want  to  work  with  you  as  you  pursue  your  work.  Thank 
you  very  much,  Ms.  Waters.  Please  proceed. 

STATEMENT  OF  HON.  MAXINE  WATERS,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  CALIFORNIA 

Ms.  Waters.  Thank  you  very  much,  Mr.  Chairman. 

Let  me  first  commend  you,  once  again,  for  bringing  to  the  atten- 
tion of  Congress  an  issue  which  has  eluded  us  in  the  past.  This 
subcommittee,  under  your  leadership,  has  delved  into  the  issue, 
this  issue  and  other  issues  which  few  before  you  have  been  willing 
to  explore.  You  have  brought  an  energy,  commitment,  and  vision  to 
consumer  issues  for  which  many  of  us  are  very  grateful.  Today's 
hearing  is  the  most  recent  example  of  this  subcommittee's  willing- 
ness to  tackle  difficult,  deep-seated  issues  of  credit,  discrimination, 
and  lending  equity  that  policymakers  have  ignored.  I  am  privileged 
to  join  you  today  in  your  efforts. 

The  financial  sector  of  the  economy  has  changed  dramatically  in 
recent  years.  It  is  no  longer  accurate,  when  we  discuss  credit,  to 
simply  talk  about  "banks"  or  "savings  and  loans."  Credit  flows  from 
many  sources  in  the  1990's.  While  many  of  us  spend  time  working 
to  improve  the  Community  Reinvestment  Act,  this  approach,  while 
important,  is  certainly  incomplete. 

Most  home  mortgages  do  not  originate  from  banks  and  S&Ls. 
They  come  from  mortgage  banks.  So  when  we  discuss  mortgage  dis- 
crimination, we  must  look  beyond  CRA.  If  we  are  seriously  at- 
tempting to  open  up  housing  opportunities  for  all  Americans,  we 
can  no  longer  ignore  the  mortgage  banking  industry.  That  is  the 
purpose  of  today's  hearing  and  it  is  my  reason  for  Title  II  of  my 
bill,  H.R.  1700,  the  CRA  Reform  Act. 

We  know  from  studies  that  mortgage  banks  are  among  the  worst 
redliners  in  the  mortgage  loan  business.  According  to  an  Essential 
Information  study  of  the  62  "worst-case"  lending  patterns  in  the 
United  States,  the  most  egregious  examples  of  mortgage  redlining, 


mortgage  banks  were  guilty  in  49  of  them.  This  was  determined 
from  Federal  Reserve  data  collected  and  disseminated  under  the 
Home  Mortgage  Disclosure  Act. 

If  I  had  to  speculate,  I  would  suppose  that  there  is  no  coincidence 
that  institutions  with  no  community  investment  standards  would 
perform  worse  than  those  which  do.  Said  another  way,  there  is  less 
incentive  for  mortgage  banks  to  lend  in  low-income  areas  than  for 
CRA-covered  banks  and  S&Ls.  The  task  we  face  is  to  find  a  way 
to  implement  workable,  enforceable  goals  which  will  enhance  lend- 
ing by  mortgage  banks  in  low-income  neighborhoods. 

I  tnink  the  Clinton  administration  understands  this.  I  am  en- 
couraged by  the  recent  agreement  between  HUD  and  the  mortgage 
banking  industry  which  would  set  voluntary,  nonbinding  goals  for 
minority  lending  and  hiring.  I  would  single  out  Secretary  Cisneros 
and  Assistant  Secretary  Achtenberg  for  their  persistent  efforts  on 
behalf  of  fair  lending  policies.  However,  despite  these  efforts,  I  re- 
main somewhat  suspicious.  I  am  not  persuaded  that  our  goals  can 
be  reached  without  legislation. 

I  attached  an  amendment  to  this  year's  Housing  bill  which  would 
study  the  lending  behavior  of  mortgage  banks.  My  hope  was,  upon 
the  study's  completion  and  HUD's  reporting  of  the  conclusions  to 
Congress,  we  would  have  a  more  thoroughly  documented  under- 
standing of  what  the  problems  are  within  the  mortgage  banking  in- 
dustry. Now,  given  the  complications  with  the  Housing  bill,  it  is 
unclear  whether  we  can  count  on  this  specific  timetable.  Nonethe- 
less, I  do  not  think  it  would  be  unreasonable  for  Congress  to  con- 
sider legislation  on  this  subject  as  early  as  next  year  if  the  situa- 
tion does  not  dramatically  improve. 

My  legislation  would  establish  community  standards  for  mort- 
gage banks  for  the  first  time.  The  Department  of  Housing  and 
Community  Development  would  establish  an  Office  of  Mortgage 
Bank  and  Insurance  Supervision.  This  office  would  oversee  Federal 
monitoring  of  mortgage  banks  and  private  mortgage  insurance 
companies. 

Let  me  add,  parenthetically,  that  I  see  private  mortgage  insur- 
ance companies  as  a  crucial  component  of  a  broad  fair  lending  pro- 
gram. As  such,  I  have  included  oversight  of  PMIs  in  my  legislation. 
HUD  would  monitor  both  mortgage  banks  and  PMIs  in  their  new 
office.  However,  I  realize  mortgage  insurance  companies  are  not 
the  subject  of  today's  hearing  and  so  I  will  leave  that  discussion  for 
another  day. 

Mortgage  banks,  which  depend  on  federally  insured  secondary 
mortgage  purchases  for  their  business,  would  supply  a  community 
support  statement  to  the  established  office,  including  HMDA-type 
data,  underwriting  criteria,  proactive  community  programs  and  any 
fair  housing  law  violation  that  they  may  have  incurred. 

Under  my  legislation,  the  HUD  office  charged  with  this  respon- 
sibility would  solicit  public  comment  and  evaluate  individual  mort- 
gage banks'  performance.  If  the  Secretary  found  a  company's  per- 
formance inadequate,  then  he  or  she  would  have  the  authority  to 
impose  a  series  of  penalties,  including  fines,  cease  and  desist  orders 
of  the  practice  in  question,  legal  action  if  appropriate,  and  civil 
money  penalties  if  deemed  necessary. 


Mr.  Chairman,  in  conclusion,  I  think  on  this  issue,  momentum 
is  on  our  side.  The  notion  of  bringing  nontraditional  lending  insti- 
tutions into  CRA-type  compliance  mechanisms  has  proved — has 
moved  into  the  mainstream.  At  different  times,  the  chairman  of 
this  subcommittee  and  the  head  of  the  OCC,  Gene  Ludwig,  have 
called  for  CRA-like  coverage  of  nondepository  institutions.  As  re- 
cently as  a  few  weeks  ago,  the  Acting  Director  of  OTS,  Jonathan 
Fiechter,  called  specifically  for  establishing  community  investment 
guidelines  for  mortgage  banks. 

I  look  forward  to  our  work  on  ending  discrimination  in  mortgage 
lending.  More  importantly,  I  hope  we  can  develop  proactive,  inno- 
vative ways  to  expand  home  ownership  opportunities  for  people 
and  communities  which  have  traditionally  been  left  out.  That  is 
what  I  think  my  legislation  and  the  continued  efforts  of  this  sub- 
committee can  achieve. 

Thank  you  for  this  chance  to  present  my  views,  Mr.  Chairman. 

Chairman  KENNEDY.  Thank  you  very  much,  Ms.  Waters.  Again, 
I  want  to  say  how  much  I  appreciate  the  efforts  that  you  have 
made  in  continuing  to  push  the  Congress  in  what  is  not  always 
necessarily  the  most  popular  issue.  But,  it  is,  in  fact,  I  believe,  the 
right  thing  to  do.  You  do  a  great  job,  and  I  appreciate  all  of  your 
hard  work. 

Does  anyone  have  any  questions  for  Ms.  Waters? 

Thank  you  very  much,  Ms.  Waters. 

Does  anybody  else  have  an  opening  statement  they  want  to 
make? 

Mr.  Knollenberg.  Believe  I  have  an  opening  statement  that  has 
been  inserted.  If  not,  I  ask  unanimous  consent  that  it  be  inserted 
and  I  will  forgo  the  actual  voice  account. 

Thank  you. 

Chairman  Kennedy.  Without  objection,  so  ordered. 

[The  prepared  statement  of  Mr.  Knollenberg  can  be  found  in  the 
appendix.l 

There  being  no  further  comments  by  Ms.  Waters,  I  would  ask  the 
members  of  the  first  panel  to  please  come  forward.  I  want  to  say 
from  the  beginning  that  your  entire  written  statements  will  be  sub- 
mitted for  the  record,  and  so  we  would  very  much  ask  you  to  limit 
your  comments  to  5  minutes  in  the  interest  of  time.  Mr.  Al 
DelliBovi,  Steve  Ashley,  Malcolm  Bush,  Hubert  Van  Tol,  and  Cal- 
vin Bradford,  please  come  forward.  Thank  you  all  very  much. 

I  would  very  much  like  to  try  to  limit  your  oral  statements  to  5 
minutes.  We  will  try  to  hold  you  to  that  so  that  we  can  allow  the 
members  an  opportunity  to  ask  you  questions.  A  lot  more  gets  done 
in  the  Q-and-A  period  than  it  does  in  us  just  listening  to  opening 
statements. 

Al  DelliBovi  has  been  before  the  Banking  Committee  many, 
many  times  in  the  past.  It  is  a  pleasure  to  have  you  back.  We  look 
forward  to  your  testimony  this  morning,  Al. 

Mr.  DelliBovi  is  now  the  president  and  chief  executive  officer  of 
the  Federal  Home  Loan  Bank  of  New  York.  He  has  served  as  Dep- 
uty Secretary  for  the  Department  of  HUD,  as  the  Administrator 
and  Deputy  Administrator  of  the  Department  of  Transportation's 
Urban  Mass  Transportation  Administration,  and  was  elected  to 
four  terms  in  the  New  York  State  Assembly. 
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Mr.  DelliBovi,  we  once  again  welcome  you  back  to  the  sub- 
committee and  look  forward  to  your  testimony.  Please  proceed  for 
5  minutes. 

STATEMENT  OF  ALFRED  A.  DELLIBOVI,  PRESD3ENT  AND 
CHIEF  EXECUTIVE  OFFICER,  FEDERAL  HOME  LOAN  BANK 
OF  NEW  YORK 

Mr.  DelliBovi.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  be 
back.  Since  my  entire  testimony  will  be  put  into  the  record 

Chairman  KENNEDY.  Without  objection,  so  ordered. 

Mr.  DelliBovi.  Let  me  just  say  that  I  appreciate  this 
opportunity. 

I  think  the  subcommittee  is  doing  very  important  work  by  revis- 
iting the  Community  Reinvestment  Act.  I  think  we  have  achieved 
a  record  level  of  home  ownership  in  this  country  with  64.6  percent 
of  our  families  in  this  country  able  to  own  their  own  homes.  How- 
ever, there  are  some  communities  and  some  Americans  whose  fi- 
nancial needs  are  not  being  met.  And  this  situation  was  recognized 
nearly  20  years  ago  by  Congress  when  it  passed  the  Community 
Reinvestment  Act  in  1977,  but  a  lot  has  happened  since  that  time. 

The  most  important  financial  activity  in  residential  neighbor- 
hoods is  buying  homes.  If  mortgages  are  not  provided,  the  commu- 
nity cannot  prosper,  and  ultimately,  it  cannot  provide  an  environ- 
ment that  families  want  and  need. 

Today's  mortgage  market  is  very  dynamic.  It  has  greatly 
changed,  however,  since  CRA  was  first  enacted.  Back  in  1977,  com- 
mercial banks  and  thrift  institutions  provided  the  bulk — about 
three-quarters  of  the  funds  for  home  mortgages  originated  in  the 
United  States. 

Today,  over  half  of  all  home  mortgages  are  originated  by  mort- 
gage bankers.  But  because  they  don  t  take  deposits,  mortgage 
bankers  aren't  covered  by  CRA.  Furthermore,  mortgage  bankers 
sell  most  of  their  mortgages  to  secondary  market  agencies,  which 
are  also  not  covered  by  CRA. 

An  apparent  result  of  this  market  shift  can  be  seen  in  the  HMDA 
data  released  and  analyzed  recently  by  the  Federal  Reserve  Board. 
In  the  February  1994  Federal  Reserve  Bulletin,  the  Fed  reports 
that  independent  mortgage  companies  make  a  smaller  share  of 
their  loans  to  low-income  home  buyers  than  do  depository  institu- 
tions and  their  affiliated  mortgage  companies.  That  finding  applies 
to  both  FHA/VA  and  conventional  mortgages. 

The  Fed  also  reports  that  the  secondary  market  agencies  pur- 
chase less  than  a  proportionate  share  of  the  conventional  loans 
that  are  made  in  low-income  and  moderate-income  neighborhoods. 
Given  the  conforming  loan  limit,  that  is  surprising.  The  Bulletin 
article  attributes  the  difference  to  the  underwriting  standards  of 
the  secondary  market  agencies,  applying  the  assumption  that  inde- 
pendent mortgage  companies  sell  the  mortgages  they  originate  to 
the  agencies  while  depository  institutions  hold  their  mortgages  in 
their  own  portfolios.  That  is,  at  best,  only  part  of  the  explanation. 

Depository  institutions  indeed  make  loans  that  do  not  conform  to 
underwriting  standards  of  the  secondary  market  agencies,  and  they 
do  hold  those  loans  in  their  portfolios,  and  that  is  an  important 
part  of  their  business.  But  then  again,  they  also  do  make  and  they 


hold  many  loans  that  do  meet  secondary  market  standards,  includ- 
ing loans  to  lower  income  home  buyers  in  lower  income  neighbor- 
hoods and  those  loans  certainly  show  up  in  their  HMDA  data. 

I  believe  a  more  complete  explanation  is  that  CRA  applies  to 
commercial  bankers  and  savings  bankers  but  not  to  mortgage 
bankers.  In  my  experience,  banks  and  thrift  institutions  take  their 
CRA  responsibilities  seriously  even  as  they  wrestle  with  their  regu- 
latory compliance,  and  it  is  these  CRA-generated  responsibilities 
that  have  helped  promote  lending  to  moderate-  and  low-income 
communities.  Conversely,  mortgage  bankers  and  the  secondary 
market  agencies  don't  have  to  keep  CRA  market  compliance  in 
mind  on  a  daily  basis.  In  fact,  they  don't  have  any  community 
standards  to  meet.  As  a  result,  mortgage  bankers  gain  a  competi- 
tive advantage  over  the  community-responsive  depository  institu- 
tions, and  they  can  fish  in  the  more  profitable  suburban  areas  or 
wherever  they  want  to  go.  They  don't  have  responsibilities  for  the 
city. 

As  I  touched  on  earlier,  the  purpose  of  CRA  is  to  prevent  mort- 
gage redlining  and  improve  urban  neighborhoods,  but  its  coverage 
over  the  years  is  increasingly  too  narrow.  Moreover,  it  may  be  cov- 
ered by  part  of  the  mortgage  market.  Because  mortgage  bankers 
now  originate  most  fixed-rate  loans  and  thrift  institutions  special- 
ize in  adjustable  loans,  we  have  a  situation  where  CRA  applies  to 
loans  that  carry  the  risk  of  a  payment  shock. 

This  could  be  especially  serious  for  low-income  and  moderate- 
income  buyers.  Yet,  CRA  doesn't  apply  to  the  level-payment  type 
of  mortgage  that  is  likely  to  be  the  least  risky  for  the  people  it  is 
intended  to  help.  An  added  irony  is  that  fixed-rate  mortgages  were 
almost  the  only  mortgages  offered  when  CRA  was  enacted.  I  cannot 
believe  Congress  imagined  all  these  loans  would  be  excluded  from 
the  CRA. 

I  believe  that  it  does  not  make  sense  to  apply  CRA  to  the  second- 
ary market  agencies,  and  I  will  finish  up  on  that  point;  and  that 
is  because  they  are  national  organizations.  They  are  a  step  re- 
moved from  the  primary  market.  They  raise  money  in  capital  mar- 
kets. And  more  to  the  point,  they  can't  buy  loans  that  their  mort- 
gage banker-based  distributors  don't  originate. 

Thank  you. 

[The  prepared  statement  of  Mr.  DelliBovi  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  Thank  you  very  much,  Mr.  DelliBovi.  We 
will  obviously  have  a  greater  opportunity  to  expand  in  the  question 
period. 

Our  next  witness  is  Stephen  Ashley,  who  is  the  chairman  and 
chief  executive  officer  of  Sibley  Mortgage  Corp.,  in  Rochester,  New 
York,  and  is  president  of  the  Mortgage  Bankers  Association  of 
America. 

Mr.  Ashley  has  been  with  Sibley  Mortgage  Corp.,  since  1968  and 
is  largely  responsible  for  his  corporation's  growth  as  a  residential 
and  commercial  lender. 

Thank  you  very  much  for  appearing  with  us  this  morning,  Mr. 
Ashley.  We  appreciate  it.  Please  proceed. 
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STATEMENT  OF  STEPHEN  B.  ASHLEY,  CMB,  CHAIRMAN  AND 
CHIEF  EXECUTIVE  OFFICER,  SIBLEY  MORTGAGE  CORP., 
ROCHESTER,  NY;  AND  PRESIDENT,  MORTGAGE  BANKERS 
ASSOCIATION  OF  AMERICA 

Mr.  Ashley.  All  right.  Thank  you,  Mr.  Chairman.  I  would  like 
to  use  my  allotted  time  this  morning  to  explain  what  steps  the 
Mortgage  Bankers  Association,  our  industry,  has  taken  over  the 
past  few  years  to  combat  mortgage  discrimination. 

In  1991,  HMDA  data  became  available  for  the  first  time  and  pro- 
vided the  public  and  the  industry  a  means  of  analyzing  lending 
practices.  That,  I  think,  was  the  wakeup  call  for  our  industry.  Ac- 
cording to  the  most  recent  data,  47  percent  of  black  and  42  percent 
of  Hispanic  home  purchase  applicants  came  to  mortgage  bankers, 
thereby  demonstrating  favorable  market  penetration.  Unfortu- 
nately, this  data  showed  a  continuing  disparity  in  the  approval 
rates  of  minority  and  white  applicants.  Although  approvals  for 
blacks  and  Hispanics  are  comparable  to  banks  and  thrifts  during 
the  same  period,  our  industry  is  not  satisfied. 

In  1991,  MBA  formed  a  task  force  on  fair  lending.  But  this  was 
only  the  beginning.  In  October  1993,  HUD  Secretary  Cisneros  chal- 
lenged the  mortgage  banking  industry  to  expand  home  ownership 
opportunities  for  all  Americans.  At  that  time,  MBA  announced  the 
five-point  fair  lending  initiative  that  was  designed  to  enhance  our 
outreach  and  marketing  efforts  to  underserved  communities  and 
promote  diversity  and  opportunities  for  minorities  within  our  own 
companies. 

In  early  1994,  MBA's  Board  of  Governors  adopted  a  resolution 
urging  individual  mortgage  firms  to  develop  fair  lending  plans  to 
ensure  that  companies  are  meeting  their  responsibilities  to  lower 
income  and  minority  home  buyers.  I  believe  the  plans  further  un- 
derscored MBA's  willingness  to  confront  the  problem  of  discrimina- 
tion in  lending  and  to  take  affirmative,  voluntary  steps  to  end  any 
discriminatory  practices. 

All  of  these  vigorous  efforts  culminated  in  the  signing  of  the  Fair 
Lending  Agreement  between  MBA  and  HUD  on  September  14,  just 
2  weeks  ago.  MBA  and  HUD  were  able  to  come  together  in  a 
public-private  partnership  for  the  benefit  of  all  potential  home  buy- 
ers. This  agreement  demonstrates  that  through  mutual  coopera- 
tion, trust,  and  respect,  the  private  sector  can  work  with  the  public 
sector  to  achieve  our  common  goals. 

The  agreement  consists  of  two  parts.  The  first  part  of  the  agree- 
ment is  designed  to  involve  the  MBA  as  the  industry  trade  associa- 
tion in  activities  that  will  promote  and  expand  lending  opportuni- 
ties. It  sets  forth  a  series  of  actions  that  MBA,  while  working  with 
HUD,  will  undertake,  continue,  or  facilitate  during  the  next  3 
years.  Actions  such  as  self-testing,  community  outreach,  recruit- 
ment of  minorities,  consumer  education,  staff  training  in  fair  lend- 
ing laws,  and  assistance  in  the  development  of  flexible  underwrit- 
ing standards  with  HUD  in  the  secondary  market  organizations  are 
but  a  few  of  the  elements  of  the  agreement. 

The  second  part  of  the  agreement  includes  a  menu  of  policies  and 
procedures  called  best  practices  that  companies  may  consider  when 
negotiating  individual  agreements  with  HUD.  The  individual 
agreements  will  typically  be  for  a  3-year  period.  It  is  understood 
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that  the  terms  of  these  individual  agreements  will  vary,  taking  into 
account  such  factors  as  economic  conditions,  mode  of  operations, 
and  the  size,  location,  and  financial  capacity  of  the  individual  com- 
pany. Some  best  practices  include:  Performance  targets,  establish- 
ment of  diverse  work  forces,  community  outreach  and  marketing, 
self-monitoring  and  corrective  efforts,  second-look  programs,  flexi- 
ble underwriting,  and  establishment  of  no-minimum  loan  size 
policies. 

It  is  clear  that  we  are  now  entering  the  critical  period.  The  real 
work  is  just  beginning.  Our  members  have  the  agreement,  and  we 
will  be  working  to  assist  them  in  any  way  possible  in  their  discus- 
sions with  HUD.  In  fact,  in  less  than  2  weeks,  Secretary  Cisneros 
and  I  will  be  addressing  4,000  mortgage  bankers  and  encouraging 
them  to  enter  into  voluntary  agreements.  In  the  final  analysis, 
every  potential  American  home  buyer  must  be  assured  that  the 
process  of  buying  and  financing  a  home  purchase  is  free  of  preju- 
dice or  discrimination. 

MBA  and  HUD  have  found  a  way  to  accomplish  a  great  deal 
without  the  need  for  litigation  or  further  legislation  or  regulation. 
As  Secretary  Cisneros  said,  there  is  "no  need  for  litigation  or  sanc- 
tions at  every  turn."  Frankly,  there  are  enough  laws  to  combat  the 
problem  of  mortgage  discrimination.  What  is  needed  now  is  strong 
enforcement  of  the  existing  statutes.  Moreover,  the  success  of  ef- 
forts to  abolish  discrimination  in  lending  will  also  depend  upon  the 
efficacy  of  public-private  partnerships,  such  as  the  Fair  Lending 
Agreement.  We  truly  believe  that  such  public-private  partnerships, 
given  the  opportunity,  will  succeed  in  eradicating  mortgage  dis- 
crimination. They  need  to  be  given  a  chance. 

Mr.  Chairman,  MBA  appreciates  this  opportunity  to  testify  and 
will  be  happy  to  answer  your  questions  and  those  of  the 
subcommittee. 

[The  prepared  statement  of  Mr.  Ashley  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  Thank  you  very  much,  Steve.  We  appreciate 
your  testimony.  We  will  have  questions  in  a  few  minutes. 

Our  next  witness  is  Malcolm  Bush,  who  is  the  president  of  the 
Woodstock  Institute.  The  Woodstock  Institute  is  a  not-for-profit  or- 
ganization which  works  to  promote  forms  of  reinvestment  in  low- 
to  moderate-income  communities. 

Mr.  Bush  is  a  member  of  the  board  of  the  Clarence  Darrow  Cen- 
ter for  the  Community  and  Economic  Development  of  Citywide  Co- 
alition for  School  Reform  and  has  held  faculty  appointments  at  the 
University  of  Chicago  and  Northeastern  University. 

Mr.  Bush,  it  is  a  pleasure  to  have  you  with  us  this  morning.  We 
look  forward  to  your  testimony.  Please  proceed  for  5  minutes. 

STATEMENT  OF  MALCOLM  BUSH,  PRESIDENT  OF  THE 
WOODSTOCK  INSTITUTE 

Mr.  Bush.  Thank  you,  Mr.  Chairman.  The  Woodstock  Institute 
is  also  a  member  of  the  National  Community  Reinvestment 
Coalition. 

The  premise  of  my  testimony  is  that  the  Community  Reinvest- 
ment Act,  for  all  its  shortcomings  in  both  the  nature  of  the  regula- 
tions and  its  implementation,  has  been  a  necessary  condition  for 
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much    of    the    reinvestment    activity    in    the    Nation's    poorer 
communities. 

We  all  know  that  the  amount  of  reinvestment  is  not  yet  large 
enough  to  counter  years  of  neglect  and  the  forces  of  international 
competition,  and  so  forth,  but  CRA  has  had  a  demonstrable  effect. 
But  as  we  know  this  morning,  the  Community  Reinvestment  Act 
applies  only  to  regulated  depository  institutions.  There  are  growing 
arguments  and  very  strong  arguments  for  including  mortgage 
banks  within  the  reach  of  the  Community  Reinvestment  legis- 
lation. 

First,  mortgage  companies  are  capturing  an  increasing  percent  of 
the  residential  mortgage  market  and  are  therefore  increasingly  im- 
portant to  the  revitalization  of  housing  in  urban  areas. 

Second,  the  record  of  mortgage  companies  in  urban  lending  is, 
quite  frankly,  very  mixed.  While  some  mortgage  companies  have  a 
strong  presence  in  urban  areas,  on  average,  mortgage  companies 
have  higher  lending  rates  in  suburban,  not  in  urban  areas.  And  the 
urban  lenders  showed  an  overreliance  on  just  one  product,  FHA- 
insured  mortgages. 

In  an  analysis  we  did  last  year,  we  discovered  in  middle-income 
neighborhoods  in  Chicago  that  were  predominantly  African- 
American,  30  percent  of  the  mortgages  written  were  FHA-insured 
mortgages.  In  neighborhoods  which  were  predominantly  white  with 
exactly  the  same  middle  income,  only  10  percent  of  the  mortgages 
were  FHA  insured.  That  means  that  the  residents  of  middle-class 
minority  neighborhoods  are  not  being  given  full  access  to  the  loan 
products  on  the  market. 

We  also  discovered  in  an  examination  of  five  of  the  largest  mort- 
gage companies  in  the  Chicago  metropolitan  area  that  four  out  of 
the  five  had  lending  ratios  which  showed  they  made  two  to  four 
times  as  many  loans  in  suburban  areas  than  they  did  in  low-  and 
moderate-income  urban  areas.  That  is  a  very  poor  record  and  one 
that  needs  to  be  changed. 

Third,  an  increasing  percent  of  mortgage  company  assets  are  in 
companies  that  are  subsidiaries  of  other  financial  institutions,  in- 
cluding regulated  depositories.  You  might  think  that  solves  the 
problem.  It  doesn't.  It  leads  to  some  very  striking  anomalies. 

There  are  situations  where  a  mortgage  company  that  is  a  sub- 
sidiary of  a  bank  holding  company  is  essentially  exempt  from  CRA 
examination,  whereas  its  sister  regulated  depository  has  the  full 
round  of  CRA  examinations.  Now,  the  regulated  depository  might 
claim  the  mortgage  company's  community  investment  record,  if  it 
is  good,  and  remain  absolutely  silent,  of  course,  if  its  sister  mort- 
gage company's  subsidiary  record  is  bad.  That  is  an  anomaly  that 
makes  no  sense. 

Last,  and  perhaps  the  most  important  reason,  mortgage  compa- 
nies are  beneficiaries  of  Federal  largesse.  And  the  quid  pro  quo  for 
that  largesse  should  be  that  they  are  subject  to  the  Community  Re- 
investment Act.  Mortgage  companies  are  essentially  intermediaries 
between  commercial  banks,  from  which  they  obtain  short-term 
debt,  and  residential  borrowers.  In  fact,  mortgage  companies  have 
fueled  their  amazing  growth  from  commercial  bank  borrowing. 

Mortgage  companies  are,  therefore,  indirectly  benefiting  from  the 
Federal  deposit  insurance  that  covers  the  banks  they  borrow  from. 
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There  are  also  two  specific  examples  in  which  mortgage  compa- 
nies are  primary  beneficiaries  of  Federal  Government  subsidy  and 
sponsorship.  First,  mortgage  banks  typically  do  much  more  feder- 
ally insured  residential  Tending  than  do  banks  and  thrifts.  In  the 
Chicago  six-county  area,  mortgage  companies  not  owned  by  bank 
holding  companies,  originated  70  percent  of  all  FHA  and  VA  loans 
in  1992.  Therefore,  mortgage  companies'  business  depends  critically 
on  the  government-backed  credit  market. 

Second,  mortgage  companies  depend  heavily  on  the  government- 
sponsored  secondary  markets  because  they  do  not  intermediate 
over  time.  They  use  Fannie  Mae,  Freddie  Mac,  and  Ginnie  Mae  to 
ensure  their  liquidity.  Even  the  largest  mortgage  companies  do  not 
hold  the  loans  they  originate  and  50  percent  of  the  loans  Freddie 
Mac  buys  are  purchased  from  mortgage  companies. 

The  mortgage  banking  industry  is  critical  to  community  reinvest- 
ment. The  industry's  record  is  less  than  satisfactory.  And  the  logic 
of  including  mortgage  companies  in  the  Community  Reinvestment 
Act  grows  stronger  every  year.  There  is  ample  ground  for  holding 
these  important  lenders  to  the  Community  Reinvestment  Act.  In- 
deed, unless  CRA  is  expanded  to  mortgage  companies,  some  of  the 
gains  the  CRA  has  already  accomplished  will  be  weakened  or 
reversed. 

Mr.  Chairman,  thank  you. 

[The  prepared  statement  of  Mr.  Bush  can  be  found  in  the 
appendix.] 

Chairman  KENNEDY.  Thank  you  very  much,  Mr.  Bush,  for  your 
excellent  testimony. 

Our  next  witness  is  Hubert  Van  Tol,  who  is  the  executive  direc- 
tor of  the  Mid-South  Peace  &  Justice  Center.  He  is  also  an  execu- 
tive committee  member  of  the  National  Community  Reinvestment 
Coalition  and  the  Coordinator  of  the  Shelby  County  Community 
Reinvestment  Coalition.  Mr.  Van  Tol  is  the  author  of  several  an- 
nual reviews  of  the  home  mortgage  disclosure  statements  of  the 
Memphis  area  financial  institutions. 

Mr.  Van  Tol,  it  is  a  pleasure  to  have  you  here  this  morning. 
Please  proceed  for  5  minutes. 

STATEMENT  OF  HUBERT  VAN  TOL,  EXECUTIVE  DIRECTOR, 
MID-SOUTH  PEACE  &  JUSTICE  CENTER,  MEMPHIS,  TN;  AND 
BOARD  MEMBER,  NATIONAL  COMMUNITY  REINVESTMENT 
COALITION,  WASHINGTON,  DC 

Mr.  Van  Tol.  Thank  you.  Chairman  Kennedy  and  members  of 
the  subcommittee,  thank  you  for  this  opportunity  to  testify,  as  you 
continue  to  search  for  the  solutions  to  the  lack  of  investment  and 
the  lack  of  access  to  credit  in  the  low-  and  moderate-income  neigh- 
borhoods of  America. 

I  am  here  in  two  capacities  today,  as  you  said.  I  am  a  board 
member  of  the  National  Community  Reinvestment  Coalition,  which 
has  over  425  member  organizations  spread  throughout  46  States  of 
this  country.  I  am  also  here  representing  the  local  nonprofit,  Mid- 
South  Peace  &  Justice,  that  has  used  the  Community  Reinvest- 
ment Act  for  9  years  to  bring  banks  and  S&Ls  to  the  table  to  talk 
about  improving  their  lending  records  in  our  neighborhood. 
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The  National  Community  Reinvestment  Coalition  is  committed 
to  improving  this  tool  for  communities  called  CRA.  We  have  sup- 
ported President  Clinton's  efforts  to  "reform  CRA";  hundreds  of  our 
members  from  around  the  country  sent  in  their  comments  about 
the  draft  regulations  which  the  regulators  put  forward  late  last 
year  and  will  do  so  again  on  this  second  round  of  comments.  We 
intend  to  keep  working  on  this  issue  until  we  get  real  CRA  reform. 

We  support  the  expansion  of  CRA  or  CRA-type  legislation  to  the 
mortgage  providers  who  are  currently  not  covered  by  CRA.  Others 
have  pointed  out  the  national  statistics  about  mortgage  lending. 

I  would  just  like  to  say,  from  the  local  level,  that  in  1992,  HMDA 
figures  for  Memphis  MFA,  the  CRA-regulated  institutions  origi- 
nated just  40  percent  of  the  first  mortgages  and  refinancing  loans 
in  our  city.  Because  these  non-CRA-regulated  mortgage  companies 
have  become  such  dominant  players  in  the  mortgage  business,  the 
ground  is  shifting  under  our  feet  as  we  fight  these  local  fights.  To 
state  the  matter  bluntly,  we  are  seeing  an  increasing  amount  of 
competition  for  the  upper-  and  middle-income  market,  while  the 
CRA-regulated  institutions  have  most  of  the  low-  to  moderate- 
income  market  to  themselves. 

You  can  help  level  the  playing  field  with  some  sort  of  legislation. 
HUD  can  enter  into  fair  lending,  best  practice  agreements  with  the 
Mortgage  Bankers  Association  of  America,  but  unless  there  is  a  sig- 
nificant enforcement  mechanism,  it  will  make  very  little  difference 
for  those  of  us  at  the  local  level  who  need  easily  utilized  methods 
to  get  to  the  table  to  talk  to  these  people. 

I  would  like  to  give  you  just  a  few  numbers  that  I  have  developed 
in  studies  over  the  year.  The  largest  CRA-regulated  institutions  in 
Memphis  in  1992  originated  46  percent  of  the  first  mortgage  loans 
in  low-  to  moderate-income  census  tracts  while  originating  37  per- 
cent of  the  loans  in  middle  to  upper  income  census  tracts.  However, 
if  you  look  at  the  largest  mortgage  institutions  not  covered  by  CRA, 
you  have  a  much  smaller  market  penetration  in  low-  to  moderate- 
income  neighborhoods.  These  institutions  originated  28  percent  of 
the  first  mortgage  loans  in  low-  to  moderate-income  census  tracts 
while  originating  47  percent  of  the  loans  in  middle  to  upper  income 
census  tracts. 

With  very  few  exceptions,  the  CRA-regulated  institutions  in  our 
city  have  a  higher  market  in  low-  to  moderate-income  tracts  than 
they  do  to  middle  and  upper  income  tracts,  while  the  mortgage 
companies  have  the  exact  reverse  situation.  This  is  true  for  race 
and  income  of  borrower,  and  race  of  neighborhood,  as  well. 

Additionally,  in  Memphis,  there  is  a  racial  disparity  in  the  out- 
reach efforts  of  these  institutions  with  29  percent  of  all  first  mort- 
gage applications  to  CRA-regulated  institutions  coming  from 
African-American  borrowers,  while  only  14  percent  of  all  first  mort- 
gage applications  to  non-CRA-regulated  institutions  are  received 
from  African-American  borrowers. 

You  should  also  know  there  is  a  significant  difference  in  who 
these  companies  sell  their  loans  to.  In  the  1992  Memphis  MFA,  the 
largest  mortgage  company,  sent  nearly  50  percent  of  the  loans  they 
sold  to  Fannie  Mae,  Ginnie  Mae,  and  Freddie  Mac,  while  the  larg- 
est CRA-regulated  institutions  sent  a  much  smaller  percentage, 
around  25  percent,  to  these  three  agencies.  These  numbers  illus- 
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trate  that  the  government-sponsored  enterprises  disproportionately 
provide  an  outlet  for  the  Memphis-based  mortgage  companies  even 
though  these  companies  provide  relatively  less  service  to  the  low- 
and  moderate-income  neighborhoods  of  our  city. 

The  government-sponsored  enterprises  have  provided  them  with 
a  secondary  market,  the  mortgage  interest  tax  reduction  dispropor- 
tionately subsidizes  the  upper  end  of  the  mortgage  market  and  the 
companies  that  service  that  market,  the  FHA  Program  provides 
guarantees  for  some  of  their  loans.  They  are  awash  in  government 
benefits,  and  it  is  high  time  for  the  government  to  ensure  that  they 
operate  fairly  and  without  discrimination  in  return. 

I  want  to  thank  you  for  this  opportunity. 

[The  prepared  statement  of  Mr.  Van  Tol  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  Thank  you  very  much,  Mr.  Van  Tol. 

Our  final  witness  is  Calvin  Bradford,  who  has  worked  in  the  area 
of  fair  housing,  fair  lending,  and  community  reinvestment  for  over 
20  years.  He  is  an  assistant  professor  at  the  College  of  Urban 
Sciences  at  the  University  of  Illinois  and  spent  10  years  as  a  senior 
fellow  at  the  Hubert  Humphrey  Institute  of  Public  Affairs  at  the 
University  of  Minnesota. 

He  is  currently  the  president  of  Community  Reinvestment  Asso- 
ciates, a  consulting  firm  that  specializes  in  the  design  of  reinvest- 
ment programs  and  policies  for  both  public  and  private  sector. 

Dr.  Bradford,  thank  you  very  much  for  once  again  appearing  be- 
fore this  subcommittee.  We  appreciate  your  efforts  and  look  for- 
ward to  your  testimony.  Please  proceed  for  5  minutes. 

STATEMENT  OF  CALVIN  BRADFORD,  PRESIDENT,  COMMUNITY 

REINVESTMENT  ASSOCIATES 

Mr.  Bradford.  Thank  you,  Mr.  Chairman.  It  is  a  real  pleasure 
to  come  back  to  this  subcommittee  which  has  shown  such  initiative 
in  areas  so  important  and  so  controversial.  It  makes  me  recall  that 
the  first  time  I  came  to  a  hearing  in  Washington  was  in  1972, 
when  Gail  Cincotta,  who  had  just  the  day  before  heen  elected  presi- 
dent of  the  newly  formed  National  People's  Action,  came  to  testify 
about  the  practices  of  mortgage  bankers. 

I  make  that  point  because  I  want  to  concentrate  my  comments 
on  a  specific  aspect  of  the  mortgage  banking  industry.  She  came  to 
testify  not  about  the  redlining  of  these  lenders  or  their  lack  of  pres- 
ence in  her  neighborhood,  but  about  the  fact  that  they  represent 
the  dominant,  overwhelming  lender  in  their  neighborhood;  and  the 
product  they  were  using  almost  exclusively  at  that  time,  FHA 
loans,  was  in  fact  destroying  their  neighborhood  because  of  poor, 
sloppy  underwriting  and,  in  many  cases,  even  fraud  and 
mismanagement. 

In  fact,  a  year  later,  by  1973,  Brian  Boyer  wrote  a  book  called 
"Cities  Destroyed  for  Cash"  which  recounted  this  process  of  the  re- 
investment in  neighborhoods  by  mortgage  bankers  using  FHA 
loans.  He  found  that  the  350,000  defaulted  and  foreclosed  FHA 
loans  by  that  time,  if  put  together,  would  represent  a  city  of  1.4 
million  people,  the  sixth  largest  city  in  the  United  States,  totally 
devastated  and  abandoned. 


16 

So  I  think  we  need  to  focus  not  simply  on  the  issue  of  not  lending 
in  communities  but  what  types  of  loans  and  products  and  how  care- 
ful and  cautious  and  sound  the  lending  of  these  organizations  is. 

The  community  response  to  this  problem  was  one  to  try  and  fix 
the  FHA,  because  so  many  people  did  need  FHA  loans,  and  it 
should  work  properly.  This  was  supposed  to  be  easy  and,  in  fact, 
even  when  they  have  sued  HUD  and  even  when  they  have  achieved 
settlements  in  their  favor,  such  as  in  the  Mortgage  Assignment 
Program,  which  is  supposed  to  save  people  from  fast  foreclosure, 
the  attorneys  in  this  case  have  had  to  sue  every  single  Secretary 
of  HUD,  save  Jack  Kemp,  since  George  Romney  for  contempt  of 
court  in  failing  to  implement  the  program.  And  they  would  have 
sued  Jack  Kemp  except  that  by  the  time  they  got  to  court  with 
their  charges,  his  administration  had  changed  to  the  present 
administration. 

Then  the  groups  tried  to  change  the  entire  conventional  market, 
which  they  at  the  time  thought  was  probably  impossible.  Actually, 
that  is  where  they  have  had  the  greatest  success.  They  have  been 
able  to  work  with  private  mortgage  insurance  companies  with 
Fannie  Mae  and  to  some  extent  with  Freddie  Mac,  and  they  have 
produced  a  various  range  of  home  buyer  programs  that  are  now 
touted  so  highly  by  not  only  the  conventional  lenders  and  deposi- 
tory lenders  but  more  recently  by  the  mortgage  bankers.  And  these 
products  provide  safety  and  security  for  the  homeowner,  assurances 
of  counseling  when  it  is  needed.  They  serve  markets  that  in  many 
cases  are  lower  income  than  FHA  markets.  And  they  have  shown, 
so  far,  a  great  deal  of  success. 

Today,  if  we  look  at  the  FHA  market,  unfortunately  it  remains 
essentially  unchanged.  There  are  the  same  bad  incentives — that  is, 
no  incentive  for  sound  lending.  Ginnie  Mae's  protections  to  inves- 
tors ensure  that  the  investors  don't  care  about  the  soundness  of  the 
loans. 

Higher  servicing  fees  for  FHA  loans,  you  receive  a  servicing  fee 
and  that  is  where  mortgage  banking  companies  make  the  lion's 
share  of  their  profits.  Your  servicing  fee  on  an  FHA  is  44  basis 
points  whereas  the  servicing  fee  on  a  conventional  loan  is  25  basis 
points,  almost  twice  the  servicing  fee.  So  even  if  you  have  some 
higher  costs  in  foreclosure,  you  can  still  make  large  profits;  and 
that  is  why  the  mortgage  banking  companies  continually  push  for 
the  expansion  of  FHA.  But  the  same  devastating  results  occur. 
Data  produced  from  HUD  through  a  law  created  by  National  Peo- 
ple's Action,  enacted  by  Congress  in  1990,  provides  default  and 
foreclosure  data  by  mortgage  bankers  by  small  area.  It  shows  high 
levels  of  default. 

In  the  Chicago  area  where  I  live,  many  communities  have  levels 
of  default  and  foreclosure  of  FHA  loans  of  over  20  percent.  In  the 
community  of  Harvey,  a  suburban  community  which  was  inundated 
by  FHA  loans,  17  percent  of  the  homes  in  that  entire  community 
are  now  vacant.  We  have  not  seen  reforms  on  the  part  of  HUD  to 
change  these  programs,  and  so  the  same  bad  practice  from  HUD. 

Interestingly  enough,  that  same  analysis  of  that  FHA  foreclosure 
data  was  used  by  Gale  Cincotta  in  this  room  last  May,  when  Mr. 
Ashley  testified  for  the  expansion  of  FHA.  As  she  pointed  out,  in 
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the  FHA  loans  in  his  home  city  of  Rochester,  his  firm  accounted  for 
41  percent  of  the  defaulted  and  foreclosed  FHA  loans. 

The  real  scandal,  though,  in  mortgage  banking  is  not  FHA;  it  is 
in  conventional  lending,  because  as  tne  mortgage  bankers  have 
moved  to  become  the  major  conventional  lenders,  added  to  their 
continued  dominance  in  the  FHA  field,  they  have  essentially  with- 
drawn from  minority  neighborhoods  and  not  provided  that  level  of 
service. 

Malcolm  Bush  has  cited  some  information  from  Chicago.  My  own 
analysis  in  my  statement  of  the  25  largest  mortgage  companies  in 
Chicago  shows  the  same  kind  of  results — that  as  they  have  ex- 
panded into  the  conventional  market,  or  even  if  they  use  FHA,  they 
serve  a  lower  percentage  of  the  minority  communities  and  lower  in- 
come than  the  larger  market. 

One  of  the  major  lenders,  who  had  more  than  900  loan  applica- 
tions, made  no  loans  in  any  Hispanic  neighborhood  in  Chicago,  and 
some  of  the  largest  mortgage  companies  in  the  United  States  oper- 
ating in  Chicago  made  no  loans  in  any  African-American  census 
tracts. 

Our  testing  is  showing,  unfortunately,  as  I  work  on  national 
lending  testing  projects  around  the  country,  that  even  when  mort- 
gage companies  are  using  the  conventionally  created  home  buyers' 
programs,  they  are  creating  a  dual  market,  steering  minorities  to 
counseling  programs,  I  guess  assuming  if  you  are  Hispanic  or 
African-American,  that  you  don't  know  how  to  manage  your  money, 
while  taking  less  qualified  testing  applicants  who  are  white  and 
giving  them  conventional  loan  programs. 

The  time  has  really  come  to  regulate  the  industry.  Regulation, 
actually,  in  this  case  doesn't  interfere  with  the  level  playing  field; 
it  helps  to  create  one.  Under  the  present  incentives  in  the  mortgage 
banking  industry,  which  operates  at  high  volume  and  on  thin  mar- 
gin, taking  any  time  to  help  counsel  someone  or  work  out  a  loan 
program  means  you  lose  money  on  your  servicing  fees.  So  if  every- 
one has  to  live  by  the  same  requirements  for  reinvestment,  defin- 
ing lending  areas  and  requiring  people  to  reinvest,  then  the  lenders 
who  are  doing  a  good  job  are  not  penalized  as  they  are  today  for 
the  extra  time  and  care  they  take  in  their  new  loans. 

I  think  we  can  use  new  mapping  systems  developed  by  Essential 
Information  to  define  affected  lending  areas.  We  can  develop  rank- 
ing systems  to  see  what  lenders  are  doing  which  in  the  mortgage 
banking  area — and  ultimately  and  most  critically,  we  have  to  link 
the  performance  of  these  lenders  to  their  access  to  the  secondary 
market;  that  is  the  key  leverage  you  have.  If  you  don't  have  access 
to  the  secondary  market  in  the  mortgage  banking  industry,  you  are 
out  of  business. 

I  will  conclude  by  saying  that  I  would  like  to  share  the  same  en- 
thusiasm other  people  have  for  the  model  agreement  from  HUD, 
but  I  must  say  that  from  most  communities  that  I  have  worked  in, 
they  greet  this  new  agreement  not  with  hope  but  with  fear.  For 
them,  it  represents  an  endorsement  of  the  mortgage  bankers'  past 
practices  and  a  fear  that  they  will  in  the  future  use  more  FHA  to 
destroy  their  communities. 

Thank  you. 

Chairman  Kennedy.  Thank  you  very  much. 
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[The  prepared  statement  of  Mr.  Bradford  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  I  want  to  thank  all  the  witnesses  for  your 
testimony.  I  think  you  have  given  us  a  pretty  important  insight 
into  how  this  industry  has  treated  minorities  and  underserved 
neighborhoods  in  the  past.  We  have  also  heard  some  of  the  vol- 
untary efforts  that  have  been  put  forward  through  Steve  Ashley's 
leadership  at  the  Mortgage  Bankers  of  America. 

Mr.  Ashley,  you  have  referred  to  this  agreement.  I  think  that 
there  are  many  people,  including  Ms.  Waters,  who  also  are  hopeful 
that  voluntary  agreements  might  be  able  to  avoid  the  kinds  of  cir- 
cumstances that  we  have  seen.  However,  what  we  don't  want  to  do 
is,  obviously,  create  a  situation  where  we  allow  a  voluntary  agree- 
ment to  go  into  place  and  avoid  other  action.  We  will  not  let  the 
first  year  go  by  in  order  to  collect  the  data  and  the  second  year  to 
go  by  in  order  to  analyze  the  data  and  the  third  year  goes  by  be- 
cause you  don't  have  enough  data  to  analyze  in  the  first  year,  then, 
all  of  a  sudden,  it  is  4  years  later  and  still  nothing  has  changed. 
That  wouldn't  be  the  first  time  that  that  little  maneuver  has  been 
played  before  this  subcommittee. 

On  the  one  hand,  I  want  to  commend  you  and  the  people  within 
your  organization  for  the  efforts  that  you  have  made  and  for  being 
much  more  reasonable  about  admitting  that  there  is  a  problem. 
Something,  that,  for  instance,  the  banks,  the  thrifts,  the  insurance 
companies,  and  the  credit  unions  have  been  unwilling  to  admit. 

We  had  credit  unions  in  here  telling  us  there  was  no  problem. 
They  cited  44  credit  unions  and  said,  well,  there  wasn't  overt 
discrimination. 

This  is  not  a  question  of  overt  discrimination,  it's  a  question  of 
results.  The  fact  of  the  matter  is  that  they  are  still  denied  based 
on  the  color  of  their  skin,  and  that  is  what  we  are  trying  to  fight. 
So  I  commend  you  for  recognizing  the  problem. 

Let's  look  at  the  facts.  The  data  shows  mortgage  companies  make 
only  about  15  percent  of  their  conventional  loans  in  these  particu- 
lar neighborhoods,  while  banks  make  20  percent  of  their  mortgage 
loans  in  those  same  underserved  neighborhoods.  In  addition,  the 
Wall  Street  Journal  detailed  the  abysmally  small  number  of  appli- 
cations that  many  mortgage  companies  solicit  from  minorities. 

For  instance,  a  Texas  mortgage  company  took  in  7,720  applica- 
tions in  1992  and  only  5  were  from  African-Americans.  In  Indiana, 
a  mortgage  bank  received  13,081  mortgage  applications  in  1992, 
only  74  of  which  were  from  black  consumers. 

These,  as  I  understand,  are  not  really  isolated  cases.  And  I  am 
concerned  that  the  agreement  with  HUD  sets  a  goal  of  increasing 
these  loans  about  5  percent  over  the  course  of  the  next  3  years.  It 
seems  to  me,  obviously,  that  is  a  very  modest  target,  5  percent  over 
3  years.  And,  as  we  discussed,  it  is  not  an  annual  5  percent.  It  is 
not  5  percent  each  year  for  3  years;  it  is  a  total  of  5  percent  at  the 
end  of  the  3-year  period  as  a  goal.  As  I  understand  it,  you  have  not 
had  an  opportunity  to,  as  yet,  get  your  mortgage  banks  to  actually 
sign  up  for  this  voluntary  agreement,  so  I  will  reserve  my  criticism. 

So  I  would  like  to  know  what  your  instinct  is  in  terms  of  how 
many  of  these  mortgage  banks  are  actually  going  to  participate  and 
whether  or  not  we  might  get  the  cream  of  the  crop. 
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In  other  words,  the  people  like  these  cases  that  I  have  just  cited, 
they  say,  well,  that  is  great.  You  guys  go  ahead  and  do  it;  we  are 
not  going  to  do  it.  Or  you  get  these  terrible  cases  like  the  ones  I 
have  just  cited  and  you  get  them  to  move  up  5  percent.  So  they  will 
go  from  five  blacks  to  six  blacks  and  they  say,  well,  we  have  com- 
plied with  the  agreement.  So  I  don't  know. 

I  think  people  want  to,  on  the  one  hand,  be  complimentary  in 
terms  of  your  own  sensitivities,  but  we  can't  let  your  sensitivities 
get  in  the  way  of  holding  the  industry  to  some  reasonably  specific 
standards.  And  in  some  cases,  my  own  sense  is  that  while  someone 
as  sensitive  to  this  issue  as  you  might  be  hoping  to  do  a  good  job, 
if  we  had  Pierce  instead  of  Cisneros  in  at  HUD,  I  don't  believe  that 
we  would  find  any  serious  enforcement  of  these  kinds  of  issues. 

So  I  am  concerned  that  these  voluntary  efforts,  in  fact,  can  come 
back  and  bite  us  worse  than  if  we  had  put  in  strong,  specific  legis- 
lation that  deals  with  the  kinds  of  issues  that  CRA  has  forced  in 
terms  of  the  banks.  So  I  would  like  to  know  what  is  your  sense  of 
whether  or  not  your  institutions  are  going  to,  in  fact,  sign  up  and 
what  you  are  going  to  do  about  these  bad  apples  that  exist  in  your 
industry. 

Mr.  Ashley.  Well,  let  me  address  several  points  that  you  raised 
in  your  question,  Mr.  Chairman,  and  then  I  will  try  to  address  the 
specifics  of  the  question  as  well  as  I  can. 

First  of  all,  let  me  clarify  that  the  5  percent  goal  that  you  ref- 
erenced is  a  goal  that — Secretary  Cisneros  agreed  with  President 
Clinton  that  over  the  remainder  of  this  administration,  lending 
would  improve  to  low-  and  moderate-income  and  minority  families 
by  5  percent;  and  if  we  go  back  to  January  199— January  15  of  this 
year  when  the  interagency  task  force  set  forth  really  a  coordi- 
nated— for  the  first  time,  a  coordinated  approach  to  fair  lending  on 
the  part  of  the  administration,  a  voluntary 

Chairman  Kennedy.  Let  me  just  stop  you  right  there,  Mr.  Ash- 
ley. I  am  sure  everybody  appreciates  the  fact  that  the  administra- 
tion and  the  industry  have  set  up  this  dynamic.  The  reason  why 
you  are  here  is  because  we  generally  have  something  to  say  about 
these  issues,  as  well.  So  keep  that  in  mind,  OK? 

Mr.  Ashley.  Yes,  certainly,  Mr.  Chairman. 

The  voluntary  agreement,  on  its  own,  will  motivate,  will  provide 
the  benchmark,  will  provide  the  beacon  for  the  industry.  There  is 
no  question  that  strong  enforcement,  as  this  administration  has 
demonstrated,  is  an  important  part  of  dealing  with  the  fair  lending 
question;  and  in  all  of  pur  testimony,  we  have  tried  to  emphasize 
the  role  that  enforcement  of  existing  law  does  play. 

Now,  specifically  to  your  question  how  many  members  of  our  in- 
dustry will  enter  into  voluntary  agreements,  Assistant  Secretary 
Achtenberg  has  set  a  goal  of  75  voluntary  agreements  this  year.  I 
would  hope  it  is  more. 

Chairman  Kennedy.  Out  of  how  many,  Steve? 

Mr.  Ashley.  There  are  approximately  3,000  members  of  the 
MBA — large  companies,  small  companies,  publicly  owned  compa- 
nies, bank-related  companies;  1,193  of  these  members  are  actually 
mortgage  banking  companies.  About  20  percent  of  our  membership 
is  affiliated  with  a  bank  or  a  thrift  or  a  depository  institution  in 
one  form  or  another. 
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Chairman  Kennedy.  But  might  we  get  this  right?  We  are  talking 
about  75  out  of  3,000? 

Mr.  Ashley.  No,  we  are  really  talking  about  75  out  of  1,193. 
That  is  the  goal  that  the  administration  has  set.  I  am  going  to  be 
urging  all  of  our  members  to  consider  and  to  become  involved  in 
negotiating  their  own  separate  agreements  with  HUD. 

Chairman  Kennedy.  OK.  I  appreciate  that.  I  think  you  will  prob- 
ably get  some  followup  questions  from  the  other  members. 

I  just  want  to  ask,  maybe  Mr.  DelliBovi,  if  he,  as  someone  who 
has  worked  in  a  couple  of  administrations,  as  well  as  at  the  Fed- 
eral Home  Loan  Bank  whether  or  not  he  feels  that  this  is  an  agree- 
ment that  he  would  endorse.  And  whether  or  not  he  thinks  we 
should  be  pushing  stronger  on  independent  legislation  or  some 
other  mechanism. 

Mr.  DelliBovi.  I  think  voluntary  agreements  are  nice  and  they 
point — but  obviously,  no,  Mr.  Chairman,  I  deal  with  CEOs  of  com- 
munity banks  every  day  at  breakfast,  lunch,  dinner,  other  meet- 
ings. CRA  is  on  their  mind.  Compliance  with  CRA,  they  talk  about 
it  all  the  time;  there  is  no  place  that  it  doesn't  creep  into  the  con- 
versation, and  that  is  because  it  is  a  law  and  it  is  an  examination. 

I  have  never  heard  them  talk  about  any  voluntary  agreements, 
and  I  am  sure  their  trade  associations  have  them  with  the  United 
Way  or  somebody  or  other.  I  just  don't  think  it  has  the  same  effect. 

Is  it  a  good  step?  Is  it  going  to  raise  the  consciousness?  Cer- 
tainly. I  think  it  is  helpful  tnat  Mr.  Ashley  and  Secretary  Cisneros 
will  talk  at  the  MBA  about  it.  It  is  a  rallying  point,  but  it  is  no 
substitute  for  the  requirements  of  complying  with  the  legislative 
mandate.  Just,  no,  if  voluntary  agreements  worked,  you  probably 
wouldn't  be  here.  As  a  matter  of  fact,  we  probably  wouldn't  have 
CRA;  we  would  have  had  a  voluntary  CRA. 

I  just  don't  think  voluntary  agreements  are  a  substitute  for 
legislation. 

Chairman  KENNEDY.  I  must  say  I  agree  with  you,  Mr.  DelliBovi. 

Mr.  Castle. 

Mr.  Castle.  I  do  agree  with  Mr.  DelliBovi.  As  a  matter  of  fact, 
in  that,  you  can  look  at  the  other  side  of  the  coin,  if  you  will.  That 
is  not  what  I  was  going  to  ask,  but  we  got  into  this. 

That  is,  a  good  voluntary  agreement  means  that  two  groups  are 
working  together  in  an  amiable  fashion  to  get  something  done,  and 
they  can  work.  If  we  do  that,  we  can  make  things  work  in  this 
country.  On  the  other  hand,  if  you  do  it  strictly  by  enforcement, 
regular  regulation  or  statute,  you  get  into  a  situation  where  people 
talk  about,  all  the  time,  they  talk  about  the  IRS;  they  don't  talk 
about  it  positively.  You  may  get  compliance,  but  you  get  it  with  a 
lot  of  resistance  that  goes  with  it. 

I  don't  say  that  to  be  critical.  I  understand  where  you  are  coming 
from.  I  agree  with  what  you  are  saying.  I  agree  with  everybody, 
and  that  includes  Mr.  Ashley.  We  should  work  on  the  correction  of 
doing  a  lot  more  than  we  are  now;  I  have  no  doubts  about  that. 
I  don't  think  Mr.  Ashley  questioned  that.  The  statistics  are  fairly 
self-evident  with  respect  to  that. 

What  I  do  have  some  problem  with  is  just  jumping  into  legisla- 
tion if  there  might  be  another  way  of  resolving  the  problems.  I  will 
note  here,  and  I  will  reiterate  it  because  I  think  it  is  interesting, 
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and  that  is  somebody  who  is  certainly  an  advocate  on  the  side  of 
more  enforcement  in  this  area,  Roberta  Achtenberg,  has  testified 
before  the  House  Judiciary — in  one  of  their  subcommittees,  she 
said,  "Beyond  effective  enforcement,  the  Department  believes  much 
can  be  done  to  harness  the  energy  of  industry  and  government  to 
work  together  voluntarily  to  make  the  dream  of  home  ownership  a 
reality  tor  more  people.  Through  voluntary  agreements,  we  forge  a 
new  standard  for  incorporating  affirmative  fair  lending  practices 
and  policies  into  the  everyday  practice  of  mortgage  lending  compa- 
nies. We  also  create  a  structure  to  review  changing  industry  prac- 
tices to  ensure  that  home  ownership  policies  are  extended  broadly 
without  compromising  safety  and  soundness. 

"HUD  signed  an  historic  master  fair  lending/best  practices  agree- 
ment with  the  Mortgage  Bankers  Association  earlier  this  month. 
The  MBA  Agreement  obligates  the  trade  association  to  provide 
technical  support  for  fair  lending  initiatives  and  to  encourage  mem- 
ber companies  assigned  individual  agreements  with  the  Depart- 
ment. The  Department  has  already  reached  agreement  with  the 
first  of  MBA — MBA's  3,000  members  and  expects  many  more  ac- 
cords to  be  signed  in  the  months  ahead.  The  agreements  will  in- 
clude performance  targets,  seeking  an  increase  in  mortgage  loans 
to  low-income  and  minority  borrowers.  They  will  in  most  cases  re- 
quire lenders  to  institute  second-look  review  programs  for  applica- 
tions that  are  initially  rejected,  as  well  as  state-of-the-art  fair 
lending  and  auditing  systems  to  ensure  that  applicants  are  fairly 
treated. 

I  read  through  this  very  quickly.  The  rest  of  it,  I  didn't  see  any- 
thing in  here  calling  for  legislation  or  anything  else  to  be  done  at 
this  time. 

If  Mr.  Ashley  said  all  this,  and  it  was  his  position,  maybe  we 
could  say,  well,  gee  that  is  very  protective  of  the  industry;  but  I 
think,  coming  from  the  source,  Ms.  Achtenberg,  it  makes  us  sit  up 
and  realize  that  here  is  a  person  and  an  organization  that  has  gone 
out  and  negotiated  what  they  feel  to  De  a  fair  enforcement 
agreement. 

Now,  I — you  may  be  absolutely  right,  all  of  you  may  be  abso- 
lutely right;  at  some  point,  maybe  this  will  not  work  and  maybe  we 
will  need  some  sort  of  a  CRA-type  enforcement,  legislative  enforce- 
ment mechanism,  and  I  think  this  needs  to  be  watched  very 
carefully. 

I  think  the  chairman  is  absolutely  correct,  too.  Sometimes  these 
things  slip  by — 1,  2,  3,  4  years — and  all  of  a  sudden,  we  are  not 
getting  the  compliance  that  we  would  like  to  see. 

But  I  am  a  little  bothered  by  the  fact  that  a  number  of  you  are 
calling  immediately  to  go  to  CRA  right  after  this  has  been  nego- 
tiated with  absolutely  no  look-back  at  all,  because  it  is  2  weeks  old 
or  something  at  this  point — no  look-back  at  all  to  see  if  this  is 

foing  to  work  or  whatever.  I  was — I  am  not  familiar  with  it.  I  don't 
now  much  about  that  particular  agreement.  I  don't  know  if  you 
view  it  as  being  just  too  weak  unto  itself,  or  just  a  system  of  using 
an  agreement  like  this  as  just  being  too  weak. 

I  have  to  tell  you  up  front,  it  appears  some  positive  steps  have 
been  taken  to  deal  with  this  issue;  and  I  will  be  interested  in  your 
comments,  any  of  you,  concerning  whether  we  give  this  any  time 
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or  not,  or  you  completely  reject  it  out  of  hand,  and  we  should  go 
right  to  a  CRA-type  enforcement  with  legislation  or  whatever  it 
may  be. 

I  open  up  the  question  to  any  of  you  to  comment  on  that.  A  num- 
ber of  you — in  fact,  maybe  all,  all  four  other  than  Mr.  Ashley — may 
have  commented  at  some  point,  that  we  do  need  to  go  right  to  the 
legislative  enforcement  action  of  the  CRA-type  nature.  I  don't  mean 
to  put  words  in  your  mouth.  That  is  pretty  much  what  a  couple  of 
you  said. 

Mr.  DelliBovi.  Mr.  Castle,  I  will  respond  to  myself.  I  am,  cer- 
tainly, not  a  regulator  by  nature,  and  I  would  say  that  legislation 
should  be  the  last  resort. 

But  I  would  say  we  are  looking  back  17  years.  CRA  was  passed 
17  years  ago.  Fifty  percent  or  more  of  the  mortgage  market  is  slip- 
ping away,  and  I  don't  see  any  alternative  but  to  extend  it  to  those 
who  are  originating  the  mortgages.  I  really  don't  think  a  voluntary 
agreement  is  an  appropriate  discussion. 

We  talked  about  that  in  1976  when  I  was  a  State  assemblyman. 
At  that  time,  we  had  voluntary  agreements.  It  was  interesting.  So 
many  of  the  smaller  community  banks  were  doing  well  in  the  vol- 
untary agreements,  but  it  was  the  big  players  at  that  time  that 
weren't  doing  it.  And  that  was  one  of  the  reasons  why  CRA  came 
about.  So  I  think  we  have  got  the  evidence,  and  the  evidence  is 
compelling;  and  the  real  question  is,  do  we  want  to  let  50  percent 
of  the  market,  that  we  are  trying  to  get  to  help  people,  escape?  And 
I  think  the  answer,  clearly,  should  be  no. 

Mr.  Castle.  I  don't  mean  to — I  am  going  to  run  out  of  time  here. 
Nobody  else  will  be  able  to  comment.  I  would  like  to  follow  up  with 
that,  because  are  you  basically  stating  that  this  agreement,  then, 
is  just  not  worth  the  paper  it  is  written  on;  we  need  to  go  right 
to  something  stronger  immediately? 

Mr.  DelliBovi.  Cheerleading  is  good,  but  that  doesn't  get  the 
ball  down  to  where  it  is  supposed  to  be. 

Mr.  Castle.  I  have  got  to  say,  I  am  surprised  that  this  adminis- 
tration— Mr.  Cisneros  has  been  here  a  number  of  times;  Ms. 
Achtenberg  is  known  for  her  position — I  am  surprised  they  would 
agree  to  this  and  not  take  your  position  on  this. 

Mr.  DelliBovi.  I  don't  know  that  they  didn't  say  they  didn't 
want  legislation.  I  don't  know  what  they  have  said  about  legisla- 
tion. They  are  to  be  complimented  for  the  cheerleading  that  they 
are  doing.  This  step  is  better  than  nothing,  in  my  judgment,  but 
it  is  not  going  to — going  to  carry  the  day. 

Mr.  Castle.  If  the  chairman  would  allow  you  to  follow  up,  I 
would  be  glad  to  hear  from  you. 

Mr.  Bush.  Two  points:  Let  me  underline  what  Mr.  DelliBovi  said 
about  the  reaction  of  bank  CEOs  in  regard  to  CRA.  CEO  after  CEO 
will  tell  you,  it  is  the  force  of  CRA  that  makes  them  explore  mar- 
kets that  they  would  not  otherwise  explore.  It  is  also  the  actions 
of  the  Justice  Department  under  fair  housing  laws  that  have  forced 
them  to  look  at  discriminatory  practices  which  previously  they  sim- 
ply did  not  look  at. 

Second,  we  have  had  these  17  years  of  experience  with  CRA,  and 
over  that  period  CRA  data  has  improved.  And  over  the  last  few 
years,  our  CRA  enforcement  has  improved;  so  has  CRA  lending.  We 
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have  on  the  regulated  financial  institution  side,  I  think,  clear  evi- 
dence that  as  jurisdiction,  data,  and  enforcement  improve,  so  does 
community  investment  lending. 

Mr.  Bradford.  Representative  Castle,  I  would  like  to  respond  in 
one  sense.  The  Home  Mortgage  Disclosure  Act  and  the  Community 
Reinvestment  Act  actually  came  out  of  the  organizing  around  the 
practices  of  mortgage  bankers.  My  own  experience  with  the  prob- 
lems in  mortgage  banker  lending  goes  back  over  25  years,  and  I  re- 
call in  1975  sitting  on  the  first  mortgage  practices  review  board  set 
up  by  a  Governor  in  the  State  of  Illinois,  and  we  had  several  mort- 
gage bankers  who  publicly  would  say  they  didn't  like  regulation 
and,  privately,  who  were  doing  very  effective  jobs  getting  money 
into  inner-city  neighborhoods,  would  say,  look,  we  need  regulation 
because  if  we  spend  any  extra  time  working  on  a  loan  to  make  sure 
it  works  or  developing  a  loan  program  that  works  or  doing  target 
lending,  we  lose  a  competitive  edge  in  the  market  because  everyone 
else  is  doing  cookie-cutter  loans  that  don't  serve  these  needs.  If  you 
do  regulate  us  and  require  everyone  to  play  by  the  same  rules  and 
have  the  same  levels  of  performance,  then  we  won't  be  penalized 
for  doing  good  work  in  these  neighborhoods. 

That  turns  out  to  be  the  nature  of  the  industry  where  the  record 
of  bad  performance  goes  back  over  25  years  and  where  even  people 
in  the  industry  have  recommended  that  in  order  to  make  it  possible 
for  people  to  do  effective  work,  regulation  may  be  in  order. 

Chairman  Kennedy.  Let's  try  to  keep  it  short. 

Mr.  Van  Tol.  OK.  My  experience  has  been  that  CRA  has  worked 
because  local — it  gives  local  activists  a  tool  for  sitting  down  other 
than  "voluntarily"  with  the  bankers.  And  we  learn  a  lot  from  each 
other,  and  we  keep  pushing  them. 

We  don't  have  any  tool  like  that  to  sit  down  and  meet  with  mort- 
gage bankers.  I  have  offered  to  speak  to  the  local  Mortgage  Bank- 
ers Association  and  discuss  our  concerns,  and  they  are  not  inter- 
ested in  meeting  with  us. 

It  has  taken  till  1993  to  get  all  of  the  mortgage  bankers  in  Mem- 
phis to  supply  HMDA  data.  One  of  the  largest  ones,  3  years  in  a 
row  did  not  supply  HMDA  data.  No  enforcement  actions  from 
HUD — that  were  publicly  announced,  anyway. 

So  unless  there  is  some  ability  for  community  groups  to  really, 
you  know,  raise  the  pressures,  it  is  not  going  to  happen,  in  my 
view. 

Chairman  Kennedy.  If  I  can  just  interrupt 

Mr.  Castle.  I  yield. 

Chairman  Kennedy.  Isn't  that  against  the  law  to  not  provide  you 
with  that  HMDA  data? 

Mr.  Van  Tol.  Yes,  it  is. 

Chairman  Kennedy.  Well,  can  you  give  us  the  name  of  the  mort- 
gage company? 

Mr.  Van  Tol.  I  have  given  the  names  of  four  mortgage  compa- 
nies to  HUD  at  various  times  in  1991,  1992.  The  last  letter  I  re- 
ceived was  from  a  Mr.  Bill  Shaw  at  HUD  that  said,  I  am  very  sorry 
that  we  haven't  gotten  to  your  complaint,  but  we  are  very  busy 
here  at  HUD. 

Chairman  Kennedy.  Well,  why  don't  you  send  us  a  letter  and 
let's  see  if  we  can  give  them  a  little  wakeup  call? 
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Mr.  Castle.  I  will  just  finish  up  because  I  know  we  are  way  over 
my  time.  I  appreciate  all  they  are  saying.  I  am  not  sure  if  I  agree 
or  disagree.  I  was  probing,  asking  questions. 

I  do  worry  about  the  fact  that  we  have  entered  into  this  agree- 
ment. I  hope  that  because  that  is  there  now — and  I  don't  know 
what  the  chairman's  plans  are,  but  I  imagine  we  will  not  be  able 
to  do  legislation  in  this  Congress  this  year — that  we  would  all  try 
to  make  that  agreement  work  as  effectively  as  possible.  Obviously, 
if  we  could,  it  is  a  better  way  of  proceeding;  if  it  doesn't,  fine,  let's 
go  back  and  review  it  as  soon  as  we  can. 

But  I  yield  back. 

Chairman  Kennedy.  If  you  don't  mind,  Mr.  Ashley,  I  would  like 
to  keep  moving  because  we  are  well  over  our  time.  I  would  like  to 
state  for  the  record  that  despite  the  comments  allegedly  made  by 
Secretary  Cisneros  and  Ms.  Achtenberg,  Mr.  Fiechter,  Secretary 
Lindsey,  Frank  Newman  have  all — and  Mr.  Ludwig — have  all 
called  for  legislation  to  deal  with  this  issue.  And,  in  fact,  I  just  read 
a  quote  from  Larry  Lindsey,  who  was  not  in  the  past  noted  to  be 
a  huge  friend  of  CRA,  who  says,  "I  think  some  leveling  of  the  play- 
ing field  to  include  mortgage  bankers  under  CRA  is  appropriate." 
If  the  HUD  initiative  is  getting  in  the  way  of  that,  then  I  would 
be  concerned. 

I  can't  believe  Larry  Lindsey  said  that.  But  anyway,  you  know, 
things  change,  so 

Mr.  Castle.  Mr.  Chairman,  may  I  submit  the  statement  I  read 
from  for  the  record,  Ms.  Achtenberg' s  statement? 

Chairman  Kennedy.  Certainly.  Without  objection,  so  ordered. 

[The  prepared  statement  of  Ms.  Achtenberg  before  the  Sub- 
committee on  Civil  and  Constitutional  Rights  can  be  found  in  the 
appendix.] 

Mr.  Castle.  Thank  you,  Mr.  Chairman. 

Chairman  Kennedy.  Ms.  Waters. 

Ms.  Waters.  Thank  you  very  much,  Mr.  Chairman.  I  have  a  few 
questions  I  would  like  to  ask  the  panelists,  and  I  would  like  just 
short  answers  to  them.  I  want  to  make  the  best  use  of  my  5  min- 
utes. Let  me  thank  you  all  for  very  excellent  testimony. 

To  Mr.  Ashley,  Mr.  Ashley,  prior  to  the  voluntary  agreement  that 
you  discussed  with  HUD,  what  steps  had  you  taken  within  the  in- 
dustry to  correct  the  discriminatory  practices  that  have  been  de- 
scribed that  you  all  were  involved  in? 

Mr.  Ashley.  Within  the  industry,  immediately  upon  the  publica- 
tion of  the  HMDA  data  covering  1991  that  included  mortgage  bank- 
ers, that  highlighted  the  disparity  and  approval  rates  between  mi- 
nority and  majority  applicants,  we  established  a  task  force  chaired 
by  Howard  Levin,  Marks  Mortgage  in  California,  that  identified  8 
to  10  issues  that  we  should  be  focusing  on  as  an  industry.  And  it 
was  out  of  that  work  that  came  the  second  review,  which  is — prob- 
ably has  produced  the  most  favorable  results  in  increasing  the  ap- 
proval rates  for  minorities. 

Ms.  Waters.  I  don't  want  to  interrupt  you. 

Prior  to  the  HMDA  data,  you  didn't  know  your  industry  was  dis- 
criminating; is  that  correct? 
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Mr.  Ashley.  Congress  woman,  prior  to  1991,  this  industry  was 
working  very  hard  on  extending  our  credit  sources  throughout  the 
community. 

Ms.  Waters.  All  right.  You  did  not  know.  And  so  after  you 
learned,  when  the  HMDA  data  was  released,  that  is  when  you  es- 
tablished your  task  force;  is  that  right? 

Mr.  Ashley.  I  have  stated  a  number  of  times  the  1991  HMDA 
data  was  indeed  the  wakeup  call  for  the  mortgage  banking 
industry. 

Ms.  Waters.  That  is  fine;  I  understand. 

Now,  of  the  75  who  may  enter  into  a  voluntary  agreement,  75  of 
the  3,000,  how  is  that  strategized?  Will  they  be  75  companies  that 
operate  in  all  of  the  markets  in  this  country  so  that  the  Northwest, 
South,  and  so  forth,  will  be  taken  care  of?  Will  it  be  75  just  vol- 
untary mortgage  companies  that  may  come  from  anywhere?  How 
does  that  work? 

Mr.  Ashley.  Of  the  membership  that  we  have,  about  500  account 
for  95  percent  of  mortgage  banker  originations.  So  you  quickly  win- 
now it  down  to  a  concentration  of  larger  companies. 

I  would  hope — and  this  is  the  strategy  that  we  will  be  follow- 
ing— that  we  would  encourage  large  companies,  national  compa- 
nies, regional  companies,  and  local  companies  to  enter  into  such 
agreements. 

Ms.  Waters.  There  is  nothing  in  the  agreement  to  ensure  that 
that  would  happen,  though,  is  there? 

Mr.  Ashley.  The  agreement  pledges  HUD  and  MBA  to  work  to- 
gether to  encourage  participation. 

Ms.  Waters.  All  right.  So  there  is  nothing  in  the  agreement  that 
specifically  identifies  companies  to  ensure  that  all  areas — but  you 
will  be  talking  about  that  so  that  that  may  happen;  is  that  right? 

Mr.  Ashley.  That  is  correct. 

Ms.  Waters.  Let  me  finally  ask  you  if  you  had  to  comply  with 
CRA,  what  bad  would  happen  to  you?  What  is  terrible  about  that? 
And  why  would  you  resist  that? 

Mr.  Ashley.  The  rationale  underlying  CRA  does  not  apply  to 
mortgage  bankers.  Mortgage  bankers  are  not  depository  institu- 
tions nor  are  we  portfolio  lenders.  We  rely  on  the  secondary  mar- 
ket, specifically  Freddie  Mac,  Fannie  Mae,  and  Ginnie  Mae,  for  our 
source  of  funds.  We  do  not  have  a  pool  of  funds  that  we  have  gath- 
ered from  a  community  through  a  deposit-gathering,  branch- 
banking,  that  sort  of  thing,  network.  We  must  sell  the  loans  we 
originate. 

We  are  subject  to  the  requirements  of  the  secondary  market,  the 
underwriting  standards  of  the  secondary  market,  the  review  and 
the  performance  guidelines  of  the  secondary  market. 

Ms.  Waters.  What  bad  would  happen  to  you  if  you  had  to  com- 
ply with  CRA? 

Mr.  Ashley.  If,  in  terms  of  complying  with  CRA,  you  are  sug- 
gesting a  mandated  requirement  to  lend  in  a  targeted  community, 
if  we  could  not  produce  loans  that  met  the  requirements  of  our 
sources  of  funds,  our  capital,  the  secondary  market,  we  would  be 
out  of  business. 
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Ms.  Waters.  So  you  are  entering  into  the  record  today  a  state- 
ment that  says,  if  you  had  to  comply  with  CRA,  because  you  rely 
on  the  GSEs,  you  would  be  out  of  business.  Is  that  your  conclusion? 

Mr.  Ashley.  I  think  my  statement  was  quite  clear,  that  if  we 
were  forced  to  originate  loans  in  an  area  that  we  could  not  get 
those  loans  to  meet  the  standards  of  the  requirements  of  the  sec- 
ondary market,  we  would  not  be  able  to  continue  in  business. 

Ms.  Waters.  Do  you  understand  that  those  who  do  comply  with 
CRA  have  begun  to  understand  and  are  implementing  loans  in 
areas  for  reinvestment  in  those  communities,  and  they  are  not 
going  out  of  business?  Do  you  understand  that  is  happening? 

Mr.  Ashley.  I  understand  that  those  covered  under  CRA  also 
have  a  source  of  funds.  They  are  depository  institutions  and  can 
portfolio  those  loans.  Mortgage  bankers  do  not  have  that  capability. 
Mortgage  bankers  do  not  receive  the  benefits  of  depository  insur- 
ance and  low  cost  funds.  Depositories  have  these  benefits,  and  his- 
torically, CRA  was  the  quid  pro  quo  for  such  benefits.  Mortgage 
bankers  are  inherently  different  from  depository  institutions,  there- 
fore, expansion  of  CRA  to  mortgage  bankers  will  have  an  entirely 
different  effect  than  CRA  currently  has  on  depository  institutions. 
The  effect  of  CRA  on  mortgage  banking  will  be  negative. 

Ms.  Waters.  Thank  you. 

Chairman  Kennedy.  Mr.  Lazio. 

Mr.  Lazio.  Thank  you,  Mr.  Chairman. 

I  want  to  welcome  Mr.  DelliBovi,  who  makes  us  all  proud  as  a 
New  Yorker,  was  an  outstanding  assemblyman  and  is  certainly 
doing  a  great  job  at  the  Federal-Home  Loan  Bank  of  New  York. 

I  want  to  address  a  few  questions  to  you,  Al,  if  I  can.  First  of 
all,  you  are  involved  in  CRA  primarily  through  your  member 
banks,  is  that  correct? 

Mr.  DelliBovi.  That  is  correct. 

Mr.  Lazio.  But  you  are  involved  in  Community  Lending  and  Af- 
fordable Housing  Programs,  basically,  through  lack  of  a  better 
word,  syndication  or  bringing  some  parties  together.  Could  you 
elaborate  on  that  a  little  bit? 

Mr.  DelliBovi.  Our  member  banks  are,  because  they  are  covered 
by  CRA,  are  anxious  to  make  loans,  and  I  would  dare  say  that  if 
Mr.  Ashley  had  any  that  he  couldn't  sell  to  Fannie  Mae  or  Freddie 
Mac  I  would  be  happy  to  let  him  know  some  regulated  banks  that 
are  covered  by  CRA  that  might  be  interested  in  buying  them. 

Because  the  fact  of  the  matter  is  bankers  want  to  make  loans. 
They  are  anxious  to  do  so,  and  particularly  loans  that  meet  their 
CRA  requirements. 

And  at  the  home  loan  bank,  we  have  three  programs:  The  Afford- 
able Housing  Program,  which  awards  $100  million  a  year  on  a  com- 
petitive basis  to  projects  sponsored  by  nonprofit  agencies  that  are 
advanced  by  our  members.  Each  of  the  12  home  loan  banks  runs 
a  Community  Investment  Program  which  is  a  marked  down  loan 
to  our  members  serving  basically  families  at  115  percent  or  below 
median  income. 

And  for  all  of  these  programs,  each  of  the  banks  is  putting  to- 
gether consortia,  voluntary  groups  of  our  members  to  do  lending 
that  they  haven't  done  before,  and  it  is  a  growth  industry  within 
our  business  because  our  members  are  covered  by  CRA,  and  they 


27 

are  anxious  to  do  this  kind  of  lending.  And  if  they  can  be  shown 
the  way,  they  will  go  in  that  direction. 

Mr.  Lazio.  Let  me  ask  you,  if  I  can — I  actually  want  to  ask  you 
and  I  would  ask  for  comment  from  other  members  on  the  panel,  all 
of  whom  I  appreciate  for  being  here — where  would  you  say  the 
service  area  ought  to  be?  Obviously,  that  is  somewhat  problematic 
since  you  don't  have  an  exact  parallel  for  purposes  of  reporting  for 
a  CRA  that  might  be  applied  to  mortgage  bankers. 

Mr.  DelliBovi.  I  think  it  would  be  very  easy  to  define  a  service 
area  for  a  mortgage  banker  using  the  exact  same  basis  that  is  used 
for  a  commercial  bank,  a  savings  bank,  or  a  thrift.  Mortgage  bank- 
ers should  be  evaluated  in  every  area  that  they  serve,  just  as  bank- 
ers, and  just,  you  know,  what  area  do  they  serve?  Tell  them  to  tell 
you. 

That  is  really  what  happens  now.  A  bank  sets  out  a  service  area. 
They  file  a  requirement.  I  would  say  a  mortgage  banker  should  do 
the  same  thing. 

The  key  is,  though,  with  a  bank,  they  set  out  a  service  area. 
They  can't  change  it  overnight.  They  have  to  go  back  and  do  that. 
And  I  think  that  if  you  follow  the  trade  press  you  see  that  the 
mortgage  banking  industry  has  its  ups  and  downs  and  is  very  cycli- 
cal, and  they  are  able  to  pull  out  of  markets  or  into  markets  very 
quickly.  But  I  think  you  just  define  it  like  any  other  thing,  by 
drawing  a  district. 

Mr.  Lazio.  Does  anybody  else  want  to  comment  on  that? 

Mr.  Ashley.  I  would  be  happy  to  comment  on  it. 

The  agreement  with  HUD  does  address  the  issue  of  service  or 
market  area,  and  it  sets  forth  a  statement  that  the  lenders,  the 
mortgage  bankers  that  entered  into  the  agreement,  work  coopera- 
tively with  HUD  to  define  their  service  areas.  But  those  service 
areas  may  not  be  defined  in  such  a  manner  as  to  arbitrarily  ex- 
clude minority  or  low-  and  moderate-income  neighborhoods  or  cen- 
sus tracts. 

I  do  not  agree  with  Mr.  DelliBovi  that  defining  a  service  area  for 
a  mortgage  banker  is  as  easy  or  as  clear  or  as  succinct  as  it  is  for 
a  bank,  a  deposit-gathering  institution  that  operates  through 
branches.  Frequently,  mortgage  companies  work  through  individ- 
uals and  with  centralized  processing  centers. 

Now  it  is  not  unusual  to  have  individuals  originating  business 
who  are  literally  hundreds  of  miles  away  from  any  physical  loca- 
tion of  that  lender.  So  it  becomes  much  more  difficult.  We  are  in 
an  age  of  electronics  today  where  literally  a  telephone  jack  where 
you  can  put  in  a  modem  becomes  an  outlet. 

Mr.  Lazio.  If  CRA  were  applied  to  mortgage  bankers,  what  type 
of  reinvestment  products  would  you  suggest  be  included?  Would, 
say,  municipal  bonds  be  included  or  would  it  just  be  bricks  and 
mortar? 

And,  again,  I  would  ask  maybe  Mr.  DelliBovi  to  begin  and  any- 
body else  if  they  want  to  comment. 

Mr.  DelliBovi.  My  understanding  is  mortgage  bankers  only 
originate  residential — loans  on  real  estate.  So  I  would  cover  that. 

If  they  are  doing  any  other  kind  of  lending,  then  I  would  have 
to  take  a  look  at  it,  commercial  lending  if  that  is  what  they  are 
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doing.  But  most  of  them — I  have  never  heard  them  doing  anything 
but  residential  or  real  estate  lending. 

Mr.  Ashley.  Congressman,  by  definition,  a  mortgage  banker  fo- 
cuses on  real  estate,  typically  first  mortgage  financing  on  residen- 
tial and  commercial  properties. 

Mr.  Lazio.  In  the  opinion  of  the  advocates  of  people  for  applying 
CRA,  you  would  restrict  it  just  to  that  area,  the  bricks  and  mortar 
area  of  investment. 

OK,  thank  you,  Mr.  Chairman. 

Chairman  Kennedy.  Thank  you  very  much,  Mr.  Lazio. 

Miss  Velazquez. 

Ms.  Velazquez.  Thank  you,  Mr.  Chairman.  I  would  like  to  com- 
mend all  of  you  for  your  presentation  today,  and  I  would  like  to  ad- 
dress my  questions  to  Mr.  Ashley. 

First  of  all,  last  week  I  received  material  from  Countrywide,  who 
I  understand  to  be  the  largest  mortgage  originator,  regarding  this 
hearing,  a  recent  report  by  Inside  Mortgage  Finance.  The  material 
purported  to  reflect  large  gains  in  minority  lending  among  the  Na- 
tion's top  mortgage  originators. 

While  the  report  does  show  substantial  lending  increases  to 
African-Americans  and  Latinos  by  some  mortgage  companies,  the 
aggregate  numbers  are  not  as  encouraging.  The  rise  in  the  lending 
rate  for  African-Americans  in  1993  was  only  2  percentage  points 
higher  than  it  was  for  whites.  The  lending  rate  rose  20  points 
higher  for  whites  than  it  did  for  Latinos. 

However,  what  is  most  disturbing  is  what  was  not  highlighted  in 
this  report.  Mr.  Ashley,  Countrywide  could  boast  of  a  218  percent 
increase  in  mortgage  lending  to  African-Americans  and  a  152  per- 
cent increase  for  Latinos.  What  Countrywide  does  not  point  out  is 
that  they  wrote  very  few  mortgages  for  African-Americans  and 
Latinos. 

In  1993,  they  wrote  195,000  mortgages  for  whites.  The  total 
number  for  African-American  and  Latino  mortgages  was  less  than 
50,000 — 6  percent  of  all  new  mortgages  in  1993. 

Prudential  Home  Mortgage  did  even  worse.  Of  166,000  home 
mortgages  last  year,  less  than  5,000  went  to  African -Americans 
and  Latinos,  only  3  percent  of  the  total.  With  numbers  like  these, 
why  should  we  take  it  on  faith  that  the  mortgage  banking  industry 
will  turn  itself  around  and  lend  to  minority  communities  without 
the  CRA? 

Mr.  Ashley.  First  of  all,  I  cannot  comment  on  Countrywide's 
numbers.  Countrywide  is  the  largest  originator  in  the  country  at 
the  present  time.  I  would  only  add  that  Countrywide  has  entered 
into — they  are  the  first  company  to  enter  into  a  voluntary  agree- 
ment with  HUD. 

The  year  1993  was  a  very  unusual  year  in  mortgage  lending.  It 
was  driven  by  the  high  volume  of  refinance  business  as  interest 
rates  declined  through  1992  and  1993.  Most  observers  of  the  indus- 
try feel  that  1993  is  not  reflective  of  what  a  true,  stabilized  mort- 
gage market  would  be.  Indeed,  most  companies  showed  record 
originations  in  1993.  Most  of  that  business,  55  percent  to  60  per- 
cent, was  driven  by  refinance,  and  a  large  percentage  of  the  refi- 
nance business  was  by  white  applicants. 
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Ms.  Velazquez.  Mr.  Ashley,  in  your  judgment,  what  value  is  an 
agreement  or  any  other  contract  if  it  cannot  be  enforced  and  if  the 
party  that  breaks  the  agreement  is  not  subject  to  any  sanctions? 

Mr.  Ashley.  Fair  lending  laws  need  to  be  enforced.  On  that, 
there  is  no  question. 

The  voluntary  agreements  speak  to  raising  awareness,  getting 
commitments  to  practices  that  we  know  and  think  and  from  which 
we  hope  we  can  learn  to  market,  to  reach  out,  to  enlarge  the  pool 
of  qualified  minority  home  buyers  that  we  are  all  trying  and  focus- 
ing on  to  serve. 

On  the  goals  that  we  share,  I  don't  think  there  is  any  question. 
We  may  differ  on  the  methodologies  to  reach  it. 

Our  approach  clearly  is  that  a  voluntary,  collaborative  approach 
with  the  agency  that  is  most  responsible  for  housing  and  enforce- 
ment, clearly  responsible  for  enforcement  of  the  fair  lending  laws 
in  this  country,  is  the  right  approach  to  go.  And  I  think  I  have  been 
clear  that  since  we  are  not  depository  institutions,  the  tools  of  de- 
positories and  the  benefits  that  they  enjoy  through  insurance  and 
through  access  to  the  Federal  home  loan  bank  window  is  denied  to 
mortgage  bankers. 

So  we  do  feel  that  the  voluntary  approach  is  the  strongest  ap- 
proach that  we  can  bring  at  this  time  for  our  industry. 

Ms.  Velazquez.  I  agree  with  you  that  the  Best  Practices  Master 
Agreement  is  a  good  step  in  the  right  direction,  but  it  may  have 
come  too  late.  The  fact  is  that  the  mortgage  banking  industry  will 
have  to  make  a  radical  departure  from  its  current  practices  in 
order  to  show  a  legitimate  commitment  to  fair  community  lending, 
Mr.  Ashley. 

To  illustrate  the  point,  I  would  like  to  draw  the  subcommittee's 
attention  to  a  recent  report  on  home  mortgage  lending  published 
by  Essential  Information,  Inc.,  on  racial  redlining,  a  study  of  racial 
discrimination  by  banks  and  mortgage  companies  in  the  United 
States.  Mr.  Chairman,  I  would  like  to  ask  unanimous  consent  to  be 
included  in  the  record. 

Chairman  Kennedy.  Without  objection,  it  is  so  ordered. 

[The  information  referred  to  can  be  found  in  the  appendix.]     ^ 

Ms.  Velazquez.  In  this  study  of  HMDA  data  for  49  major  mort- 
gage lenders  in  16  large  metropolitan  areas,  the  report  identified 
62  separate  instances  where  minority  neighborhoods  were  substan- 
tially excluded  or  underserved. 

The  worst  offenders  were  the  mortgage  companies.  They  were  re- 
sponsible for  two-thirds  of  these  62  worst-case  lending  patterns. 

The  charts  which  accompany  the  study  bring  the  picture  into 
sharp  focus.  The  first  map  shows  Citibank's  home  mortgage  lend- 
ing profile  in  New  York  Citv  in  1990-1991.  The  darker  areas  show 
greater  lending.  Although  there  is  room  for  improvement,  Citibank 
is  doing  a  decent  job  of  reaching  out  to  minority  communities  in 
New  York  City.  Citibank  is  covered  by  the  Community  Reinvest- 
ment Act. 

This  second  map  shows  the  Prudential  Home  Mortgage  Co.'s  per- 
formance in  the  same  market  in  1991.  As  you  can  see,  most  of  the 
map  shows  very  little  lending.  Prudential  wrote  no  home  mortgage 
loans  in  many  minority  neighborhoods.  Prudential  Home  Mortgage 
is  excluded  from  the  CRA. 
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Mr.  Ashley,  with  patterns  like  those,  how  long  do  you  propose  we 
wait  to  let  your  voluntary  agreement  produce  a  dramatic  turn- 
around in  the  mortgage  bank  industry?  How  can  any  voluntary 
agreement  ever  produce  the  kind  of  results  that  we  sometimes  get 
with  the  CRA? 

Mr.  Ashley.  I  certainly  do  not  represent  to  you  that  we  should 
lose  focus  on  results,  and  results  ultimately  are  what  will  deter- 
mine the  success  or  failure  of  the  Fair  Lending  Agreement.  Increas- 
ing the  approval  rates  for  minority  applicants,  I  think,  is  a  long- 
term  goal.  Reducing  the  disparity  between  white  applicants  and 
minority  applicants,  the  disparity  between  rejection  and  approval 
rates  is  a  long-term  goal,  a  goal  that  we  need  to  work  on. 

I  would  suggest  to  you  and  to  the  subcommittee  that  as  long  as 
we  are  working  and  seeing  progress  in  those  trends  we  should  keep 
the  pressure  on.  We  should  continue  enforcement,  and  we  should 
continue  to  learn  more.  We  need  to  keep  the  engagement  of  HUD, 
of  the  GSEs  as  we  look  at  underwriting  standards,  as  we  learn 
more  about  savings  patterns  and  credit  histories,  what  does  and 
does  not  make  one  a  satisfactory  borrower  and  homeowner  in  this 
field. 

I  will  be  very  disappointed — I  say  so  very  honestly  to  the  sub- 
committee— if  we  do  not  see  improvement  over  the  next  several 
years  in  the  trends  of  these  two  key  ratios,  and  I  suggest  to  you — 
and  I  would  ask  that  the  subcommittee  give  the  mortgage  banking 
industry  time  to  demonstrate  those  movements. 

Ms.  Velazquez.  How  long  should  you  suggest  we  should  wait? 

Mr.  ASHLEY.  The  agreement  covers  3  years.  I  think  that  is  an  ap- 
propriate time  to  look  at. 

Ms.  Velazquez.  Thank  you,  Mr.  Chairman. 

Chairman  KENNEDY.  Thank  you  very  much,  Miss  Velazquez. 
Excellent  questions. 

Mr.  Knollenberg. 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman. 

I  want  to  open  with  a  question  for  Mr.  DelliBovi.  As  you  know 
very  well,  banks  and  thrifts  receive  certain  benefits  from  the  Fed- 
eral Government — longstanding  benefits,  charters,  deposit  insur- 
ance, access  to  the  Federal  discount  window.  And  my  understand- 
ing is  that  these — because  of  these  benefits  that  Congress  was  able 
to  justify  that  they  bring  about  the  enactment  of  the  CRA. 

Mortgage  bankers  do  not  receive  these  benefits,  obviously,  be- 
cause of  the  nature  of  whom  they  are.  And  I  guess  my  question 
would  be;  is  it,  therefore,  legal  or  what  is  the  legal  justification 
that  Congress  would  use  to  apply  the  CRA-type  regulations  on 
mortgage  bankers? 

Mr.  DelliBovi.  I  think  mortgage  bankers  receive  a  benefit  that 
is  far  more  significant,  and  that  is  the  ability  to  sell  their  product, 
as  Mr.  Ashley  indicated,  to  the  government- sponsored  enterprise 
that  receives  very  substantial  benefits. 

And  the  depository  institutions,  let's  keep  in  mind  what  they 
have.  They  have  the  charter  and  all  of  that.  They  also  get  a  lot  of 
regulations,  examinations,  and  things  that  go  with  that  that  sort 
of  balance  it. 

Deposit  insurance  does  not  benefit  institutions.  It  benefits  de- 
positors. That  is  another  matter  to  keep  in  mind. 
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But  the  real  issue  comes  down  to  the  fact  that  mortgage  bankers 
have  this  government-sponsored  market  that  is  their  source  of  cap- 
ital. Mr.  Ashley  articulated  that  very  clearly.  And  that  is  the  gov- 
ernment benefit  that  they  have.  And,  to  me,  that  is  more  than 
ample  justification  for  having  them  covered  by  this  public  policy. 

Mr.  Knollenberg.  One  of — one  thing  I  noted,  though,  there  is 
the  suggestion  here  that  maybe  some  nave  given  that  mortgage 
bankers  aren't  currently  regulated,  and  they  are  in  fact.  That  has 
been  pointed  out  by  folks  who  made  testimony  to  that  effect.  Some 
25  Federal  laws  and  a  number  of  regulations — regulators  are  in- 
volved. So  I  don't  want  to — I  guess,  escape  this  point  without  sug- 
gesting that  there  are  laws  that  do,  of  course,  apply  currently  to 
mortgage  bankers  who  do  have  a  uniquely  different  roje  to  ftlay 
than  banks  or  thrifts. 

I  want  to  go  on  to  a  question  for  Steve  Ashley,  for  Mr.  Ashley, 
that  under  the  Fair  Housing  Act  what  powers  does  HUD  now  have 
to — for  example,  combat  discrimination  in  lending?  What  powers 
are  in  effect  at  this  point? 

Mr.  Ashley.  The  Assistant  Secretary  for  Fair  Housing  has  the 
power  to  investigate  complaints,  to  bring  about  action,  to  deny 
one's  ability  to  originate  HUD  loans  if  found  to  be  in  violation  of 
fair  lending  law. 

Clearly,  the  work  that  is  going  on  at  HUD  now  and  at  the  Jus- 
tice Department,  most  recently  the  Chevy  Chase  consent  decree,  I 
think,  was  a  very  significant  move  on  the  part  of  the  Justice  De- 
partment in  enforcement  of  lending,  and  that  was  probably  the 
first  time  that  the  disparate  impact  test  has  been  applied  in  the 
lending  community.  These  tools  are  available  to  HUD  to  enforce  ex- 
isting law  to  root  out  discrimination  if  it  is  found  to  exist. 

Mr.  Knollenberg.  What  powers  would  the  FTC,  the  Federal 
Trade  Commission,  have  on  this  particular  issue? 

Mr.  Ashley.  I  don't  think  I  am  qualified  to  address  the  FTC 
question. 

Mr.  Knollenberg.  Is  there  a  member  of  the  panel  that  would? 

Mr.  Ashley.  Perhaps  someone  else  is. 

Mr.  Knollenberg.  If  not,  perhaps  we  could  get  that  answer. 
Would  one  member  like  to  respond? 

Mr.  Ashley.  We  would  be  happy  to  look  at  that  as  it  pertains 
to  the  mortgage  banking  community  and  respond  back  to  you, 
Congressman. 

Mr.  Knollenberg.  Would  you? 

Mr.  Ashley.  Yes. 

Mr.  Knollenberg.  And  also — this  could  be  for  anybody  as  far  as 
that  goes.  But,  Mr.  Ashley,  you  may  want  to  comment.  Who  else 
regulates,  for  example,  the  mortgage  bankers  industry  at  the  Fed- 
eral level?  I  am  thinking  here  about  who  else  would  have,  let's  say, 
some  influence  in  regulation,  perhaps  on  a  loan  that  involves  the 
VA  [Veterans'  Administration]? 

Mr.  Ashley.  Well,  clearly,  VA,  we  would  have  to  work  within  the 
rules  of  VA  But  in  a  broader  context,  we  have  to  comply  with  the 
rules  set  forth  by — and  the  HMDA  law. 

The  GSEs — more  recently,  the  GSE  bill  included  the  30  percent 
target  for  low  and  mod  lending.  We  have  to,  obviously,  comply  with 
their  requirements  on  that. 
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We  have  the — well,  we  have  a  list  here,  and  I  think  it  may  be 
included  in  the  prepared  testimony,  Federal  Laws  Governing  Im- 
pacting Mortgage  Lending  beginning  in  1992  and  working  just 
briefly  backward  over  the  last  several  years,  the  Federal  Housing 
Enterprise  Financial  Security  and  Soundness  Act  affects  us,  the 
Housing  Community  Reinvestment  Act  of  1992  affects  us,  the 
Cranston-Gonzalez  National  Affordable  Housing  Act  of  1990  affects 
the  mortgage  banking  industry,  the  1989  Financial  Institutions 
FIRREA  Act  covers  us,  and  the  1987  competitive  equality  banking 
act  covers  us.  That  is  over  the  last  few  years. 

Mr.  Knollenberg.  It  continues  on  and  on. 

I  know  my  time  is  expiring  here,  but  are  there  any  State  laws 
that  are  currently  in  effect  that  have  taken  the  approach  of  trying 
to  deal  with  this  to  marshal  some  control  over  mortgage  bankers? 
There  appear  to  be. 

Mr.  Ashley.  Yes.  Yes.  Mortgage  bankers  are  regulated  by  the 
various  State  laws  and  indeed  a  number  of  State  attorneys  general 
have  prosecuted  under  Federal  law  in  dealing  with  discrimination 
in  lending. 

Mr.  Knollenberg.  So  there  is  considerable 

Mr.  Ashley.  There  is. 


Mr.  Knollenberg.  Legal  activity  and  control 

Mr.  Ashley.  Right. 

Mr.  Knollenberg.  Currently,  at  the  State  level  and  the  Federal 
level  that  deal  with  mortgage  bankers.  Thank  you. 

Chairman  Kennedy.  Thank  you,  Mr.  Knollenberg. 

Mr.  Rush. 

Mr.  Rush.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  want  to  commend  you  for  convening  this  par- 
ticular hearing  on  this  very,  very  worthwhile  issue,  and  I  also  want 
to  welcome  Mr.  Bush  and  also  Dr.  Bradford  here.  They  are  both 
from  the  Chicago  region,  and  they  have  done  some  extraordinary 
work  on  behalf  of  those  individuals  within  my  district  who  are  de- 
sirous of  getting  access  to  mortgages,  and  they  certainly  have  been 
most  informative  in  terms  of  their  presentation  here  this  morning 
to  me  and,  hopefully,  to  my  other  colleagues  on  the  subcommittee. 

I  want  to  say  that  I  am  a  strong,  strong  advocate  of  the  CRA, 
and  I  can  bear  witness  to  the  effect  that  CRA  has  had  on  my 
district. 

As  a  matter  of  fact,  Mr.  Chairman,  in  the  last  2  years  there  have 
been  four  depository  institutions  to  open  up  facilities  in  my  district, 
thereby  reversing  or  beginning  to  reverse  a  pattern  that  has  ex- 
isted in  my  district  for  at  least  the  last  20  to  25  years.  And  I  know 
that  without  a  shadow  of  a  doubt  in  my  estimation  it  is  simply  be- 
cause of  the  fact  that  CRA  is  present  and  the  depository  institu- 
tions have  finally  gotten  the  message  that  this  Congress  and  this 
administration  is  very,  very  serious  about  CRA  and  about  making 
CRA  work  and  enforcing  CRA. 

I  also  want  to  commend  Mr.  Ashley,  because  I  think  under  his 
leadership  the  mortgage  banking  industry  is  beginning  to  make 
some  steps  in  the  right  direction,  although  there  is  a  long  way  to 
go  and  the  steps  are  not  convincing  to  me  or  to  others  that  we  are 
going  to  have  the  problem  of  discrimination  in  mortgage  reversed. 
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I  was  present  at  the  signing  of  the  agreement,  and  I  lauded  the 
signing  of  the  agreement.  However,  I  am  not  under  the  illusion 
that  this  is  going  to  result  in  what  we  all  want  to  see  result,  par- 
ticularly the  members  of  this  subcommittee. 

I  have  a  few  questions.  Mr.  Ashley,  you  indicated  just  a  few  min- 
utes ago  that  the  Community  Reinvestment  Act  affects  the  mort- 
gage industry.  Can  you  explain  how  it  really  affects  the  mortgage 
industry? 

Mr.  Ashley.  I  am  going  to  ask  for  a  little  help  on  that,  Congress- 
man. Primarily  through  FHA  and  the  impact  of  its  requirements 
on  FHA  as  they  impact  the  mortgage  lending  community,  specifi- 
cally the  mortgage  banking  community. 

Mr.  Rush.  Gail  Cincotta  has  indicated  that  the  default  and  fore- 
closure rate  in  my  area  is  somewhere  between  20  and  25  percent. 
Do  you  agree  with  that?  I  think  Gail's  data  is  pretty  accurate  on 
this.  Is  there  any  way  that  you  can  attribute  some  factors  to  this 
problem  of  foreclosures  and  defaults  in  specific  areas? 

Mr.  Ashley.  I  can't  speak  specifically  to  the  situation  that  you 
may  be  referencing  in  Chicago  with  which  Ms.  Cincotta  certainly 
is  familiar.  I  can,  however,  say  that  I  think  there  are  some 
misperceptions  that  have  been  voiced  regarding  FHA  and  regard- 
ing the  role  of  mortgage  bankers  with  FHA. 

FHA  is  not  a  no-risk  business  for  the  mortgage  banking  industry. 
The  mortgage  banking  industry  does  not  make  loans,  insured  or 
conventional,  that  it  thinks  will  go  into  default.  Our  industry  num- 
bers show  us  that  on  every  defaulted  FHA  loan,  we  lose  on  an  aver- 
age $2,500.  And  that  is  with  a  fully  insured  loan.  We  do  not  choose 
to  do  that  kind  of  business  to  lose  money. 

FHA  has  played  an  important  role  in  bringing  credit  to  Ameri- 
cans, minority  and  white,  in  all  communities.  When  we  have  mar- 
kets like  Hartford,  Connecticut,  which  is  experiencing  a  severe 
downturn  as  the  insurance  industry  contracts  and  as  the  defense 
industry  is  laying  off  and  consolidating,  FHA  is  one  of  the  vehicles 
that  is  supporting  home  buying  in  a  community  like  Hartford. 

There  have  been  allegations  that  the  private  sector — the  private 
mortgage  insurance  sector  can  pick  up  these — these  needs  in  our 
community  and  that  we  don't  need  a  viable,  good  FHA  to  supply 
credit.  My  response  to  that  is  we  need  all  of  the  tools  available  to 
bring  credit  into  our  communities. 

FHA  is  one  of  those  tools.  And  FHA's  history  over  its  now  60 
years  has  been  one  of  really  building  Americans'  home  ownership. 
And  I  don't  think  we  should,  any  of  us,  forget  that. 

And  I,  for  one,  am  a  strong  advocate  that  FHA  has  a  strong  role 
to  play  in  lending  and  a  strong  role  to  play  in  helping  us  as  mort- 
gage bankers  reach  out  to  do  more  in  minority  and  low-  and 
moderate-income  areas. 

Mr.  Rush.  Thank  you. 

Mr.  Bush,  you  indicated  earlier  in  your  testimony  that  mortgage 
companies  are  engaged  in  steering  applicants,  minority  applicants, 
low-income  applicants  to  the  FHA,  am  I  correct? 

Mr.  Bush.  Representative  Rush,  the  issue  is  not,  as  Mr.  Ashley 
says,  that  FHA  is  a  useful  tool.  The  issue  is  when  is  it  a  useful 
tool  and  when  it  is  misused? 
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It  seems  to  me  that  FHA  is  clearly  misused  when  middle-class 
minority  neighborhoods,  30  percent  of  the  loans  are  FHA  loans, 
and  where  in  similar  neighborhoods  in  the  city,  except  for  the  fact 
that  they  are  white  neighborhoods,  FHA-insured  loans  constitute 
10  percent  of  the  loans  originated  in  those  neighborhoods. 

The  point  is,  all  people  in  the  mortgage  market  should  be  offered 
the  range  of  loan  products,  and  it  is  clear  that  minorities  are  not 
being  offered  the  range  of  loan  products  by  mortgage  companies. 

Mr.  Rush.  Let  me  ask  you — and  Mr.  Chairman,  my  time  is  over, 
and  I  appreciate  the  additional  time  here. 

Chairman  Kennedy.  If  I  might  just  interrupt  for  a  second.  I  was 
wondering  if  maybe  the  gentleman  from  Chicago  or  the  gentlelady 
from  California  might  consider  a  unanimous  consent  request  to  go 
directly  to  a  markup  on  this  issue,  considering  the  fact  we've  got 
nobody  on  our  left,  gang. 

Ms.  Waters.  Nobody  on  our  right. 

Chairman  Kennedy.  That  is  the  world  view,  anyway. 

Mr.  Rush.  Mr.  Chairman,  being  from  Chicago,  I  am  agreeable  to 
that.  That  is  good  for  Chicago. 

Get  back  to  my  question  here.  Mr.  Bush,  neighborhoods  in  Chi- 
cago are  changing.  And  is  there  any  data  that  you  might  have  that 
would  indicate  that  if  a  neighborhood,  say,  10  years  ago,  if  the  ma- 
jority of  the  mortgages  there  were  conventional  mortgages  and  you 
have  this  neighborhood  changing,  is  there  a  pattern  that  exists 
that  correlates  to  the  changes? 

Are  the  mortgages  changing  to  FHA  as  opposed  to  where  say  10 
years  ago  they  were  conventional,  5  years  ago  they  were  conven- 
tional? Do  you  have  any  research  that  would  indicate  whether  or 
not  there  is  a  correlation  between  conventional,  FHA,  white — a  pre- 
viously white  neighborhoods  that  are  changing  to  either  Hispanic 
or  black  neighborhoods? 

Mr.  Bush.  Holding  income  constant,  as  the  percent  of  minorities 
in  a  neighborhood  increases,  the  percent  of  FHA-insured  loans  as 
the  percent  of  all  loans  in  the  neighborhood  increases.  That  is  cor- 
rect, Representative  Rush. 

Mr.  Rush.  Thank  you,  Mr.  Chairman. 

Chairman  Kennedy.  Thank  you,  Mr.  Rush. 

Does  anybody  have  any  further  questions  they  want  to  ask? 

In  that  case,  I  want  to  thank  all  the  witnesses  for  coming  before 
us  this  morning. 

I  would — I  also  want  to  point  out  to  the  members  that  this  is — 
we  are  considering  one  last  hearing  next  week  on  the  interest  rate 
issues.  But  I  want  to  thank  all  the  members  of  the  subcommittee 
for  your  help  and  participation  in  a  broad  range  of  issues  that  we 
worked  on  this  Congress.  I  just  say  how  much  I  appreciate  all  the 
help  the  three  of  you  in  particular  have  been  to  our  work. 

Let  the  record  show  that  if  this,  in  fact,  is  our  last  subcommittee 
hearing  here  in  Washington  that  we  appreciate  all  of  the  work  that 
Al  McCandless  has  done.  This  will  be  his  last  time  in  the  Congress. 
We  appreciate  the  work  of  his  staff,  Sean  Cassidy,  as  well. 

I  also  want  to  thank  all  of  our  staff  and  the  members'  staff  for 
the  hard  work  that  they  have  put  in  to  making  this  subcommittee 
one  of  the  most  active  in  the  Congress  and  thank  you  all  for  the 
efforts  that  you  make.  And,  again,  thank  all  of  our  witnesses. 
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There  being  no  further  questions,  the  record  will  be  held  open  for 
a  period  of  4  weeks,  and  the  subcommittee  is  now  in  recess. 
[Whereupon,  at  12:12  p.m.,  the  hearing  was  adjourned.] 
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Opening  Statement  by 

Congressman  Joseph  P.  Kennedy  II  (D — MA) 

at  hearing  on 

COMMUNITY  INVESTMENT  PRACTICES  OF  MORTGAGE  BANKS 

September  28,  1994 

THIS  MORNING,  WE  EXAMINE  THE  COMMUNITY  INVESTMENT  PRACTICES  OF 
MORTGAGE  BANKS.  LIKE  LAST  WEEK'S  HEARING  ON  CREDIT  UNIONS,  THIS 
HEARING  IS  LONG  OVERDUE.  THE  MORTGAGE  MARKETPLACE  HAS  CHANGED 
DRAMATICALLY  OVER  THE  LAST  TWO  DECADES.  BUT  THE  LAWS  GOVERNING 
THAT  MARKETPLACE  HAVE  NOT.  AS  A  RESULT,  WE  HAVE  WITNESSED  THE 
GROWTH  OF  A  HUGE  REGULATORY  GAP  THAT  HAS  BENEFITTED  MORTGAGE  BANKS 
AND  CREDIT  UNIONS  —  TO  THE  DETRIMENT  OF  BANKS,  THRIFTS,  AND 
WORKING  FAMILIES. 

WHEN  THE  COMMUNITY  REINVESTMENT  ACT  WAS  ENACTED  IN  1977,  IT 
APPLIED  ONLY  TO  BANKS  AND  THRIFTS.  THAT  WAS  A  REASONABLE  POLICY 
BECAUSE  BANKS  AND  THRIFTS  MADE  82  PERCENT  OF  THE  HOME  LOANS  IN  THE 
COUNTRY.  TODAY,  THEY  WRITE  LESS  THAN  HALF  OF  ALL  MORTGAGES.  ON 
THE  OTHER  HAND,  MORTGAGE  BANKS  AND  CREDIT  UNIONS  NOW  WRITE  FIFTY- 
TWO  PERCENT  OF  MORTGAGES  —  UP  FROM  ABOUT  18  PERCENT  IN  1977.  YET, 
THEY  HAVE  ABSOLUTELY  NO  OBLIGATION  TO  SERVE  THE  NEEDS  OF  LOW-  AND 
MODERATE-INCOME  COMMUNITIES,  AS  DO  BANKS  AND  THRIFTS  UNDER  CRA. 
ALTHOUGH  SOME  MORTGAGE  BANKS  MAY  BE  OWNED  BY  FEDERALLY  INSURED 
LENDERS,  AND  THUS  INDIRECTLY  AFFECTED  BY  THEIR  PARENT'S  CRA 
OBLIGATION,  MOST  ARE  COMPLETELY  EXEMPT  FROM  THIS  IMPORTANT  LAW. 

THIS  EXEMPTION  IS  IN  LARGE  PART  THE  REASON  WHY  MORTGAGE  BANKS 
APPEAR  TO  DO  A  POORER  JOB  THAN  BANKS  AND  THRIFTS  OF  SERVING  LOW- 
AND  MODERATE-INCOME  COMMUNITIES.  MORTGAGE  DATA  SHOWS  THAT  JUST  15% 
OF  THEIR  CONVENTIONAL  LOANS  GO  TO  THESE  AREAS,  COMPARED  WITH  20% 
FOR  BANKS  AND  THRIFTS.  IN  ADDITION,  A  RECENT  STUDY  BY  THE 
WOODSTOCK  INSTITUTE  SHOWS  THAT  MORTGAGE  BANKS  SHARE  OF  AFFLUENT, 
WHITE,  SUBURBAN  MARKETS  IS  2  TO  4  TIMES  GREATER  THAN  THEIR  SHARE  OF 
WORKING  CLASS  AND  MINORITY  MARKETS.  BANKS,  IN  CONTRAST,  PENETRATE 
THESE  MARKETS  IN  ROUGHLY  EQUAL  PERCENTAGES. 

THESE  NUMBERS  STRONGLY  SUGGEST  THAT,  BECAUSE  OF  LAWS  LIKE  CRA, 
BANKS  AND  THRIFTS  HAVE  PAID  MORE  ATTENTION  TO  UNDERSERVED 
COMMUNITIES  THAN  MORTGAGE  BANKS.  THEY  HAVE  DONE  THE  CREATIVE 
UNDERWRITING,  THE  ADVERTISING,  AND  THE  BRANCHING  THAT  IS  NEEDED  TO 
MEET  THE  CREDIT  NEEDS  OF  WORKING  AND  MINORITY  CONSUMERS.  MORTGAGE 
BANKS  HAVE,  BY  AND  LARGE,  IGNORED  THESE  CONSUMERS.  INSTEAD, 
THEY'VE  FOCUSSED  THEIR  ATTENTION  ON  THE  HIGH-DOLLAR,  HIGH-VOLUME, 
"PLAIN  VANILLA"  SUBURBAN  MARKET. 
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THIS  TREND  IS  PROFOUNDLY  TROUBLING  —  NOT  JUST  TO  ME,  BUT  TO 
OTHER  ELECTED  AND  PUBLIC  OFFICIALS,  AS  WELL  AS  TO  MANY  COMMUNITY 
REPRESENTATIVES.  FED  GOVERNOR  LINDSEY,  TREASURY  UNDERSECRETARY 
NEWMAN,  COMPTROLLER  LUDWIG,  AND  OTS  DIRECTOR  FIECHTER  HAVE  ALL 
POINTED  OUT  THAT  THE  REGULATORY  PLAYING  FIELD  FAVORS  MORTGAGE 
BANKS,  AND  IS  TILTED  AGAINST  INSURED  DEPOSITORIES  AND  CONSUMERS  OF 
MODEST  MEANS. 

THE  REGULATORY  EXCLUSION  ENJOYED  BY  MORTGAGE  BANKS  IS 
ESPECIALLY  TROUBLING  BECAUSE  OF  THE  TREMENDOUS  BENEFITS  THAT  THIS 
INDUSTRY  ENJOYS  COURTESY  OF  THE  AMERICAN  TAXPAYER.  ALTHOUGH  THEY 
DON'T  REQUIRE  DEPOSIT  INSURANCE,  MORTGAGE  BANKS  SELL  VIRTUALLY  ALL 
OF  THEIR  LOANS  TO  THE  SECONDARY  MARKET  ENTERPRISES  —  GINNIE  MAE, 
FANNIE  MAE,  AND  FREDDIE  MAC.  GINNIE  MAE  IS  A  WHOLLY  OWNED 
GOVERNMENT  CORPORATION.  FANNIE  MAE  AND  FREDDIE  MAC  ARE  GOVERNMENT- 
CHARTERED  ENTITIES  THAT  ENJOY  A  LINE  OF  CREDIT  TO  THE  TREASURY,  NOT 
TO  MENTION  FAVORED  TREATMENT  UNDER  OUR  TAX  AND  SECURITIES  LAWS.  I 
THINK  IT'S  FAIR  TO  SAY  THAT  MORTGAGE  BANKS  WOULDN'T  EXIST  WERE  IT 
NOT  FOR  THE  CREATION  OF  THESE  GOVERNMENT-SPONSORED  ENTERPRISES. 
NOR  COULD  THEY  HAVE  INCREASED  THEIR  SHARE  OF  THE  MORTGAGE  MARKET 
WITHOUT  THE  GENEROUS  FHA  MORTGAGE  INSURANCE  THAT,  AGAIN,  IS  BACKED 
UP  BY  THE  AMERICAN  TAXPAYER. 

IT  IS  ONLY  FAIR  TO  ASK  MORTGAGE  BANKS  TO  MEET  CERTAIN 
RESPONSIBILITIES  COMMENSURATE  WITH  THESE  BENEFITS.  AND  AMONG  THOSE 
RESPONSIBILITIES  MUST  BE  AN  OBLIGATION  TO  SERVE  ALL  OF  THE 
TAXPAYERS  WHO  IMPLICITLY  SUPPORT  THE  MORTGAGE  BANKING  INDUSTRY, 
INCLUDING  WORKING  AND  MINORITY  TAXPAYERS.  THE  RECENT  FAIR  LENDING 
AGREEMENT  BETWEEN  THE  INDUSTRY  AND  THE  DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT  IS  AN  IMPORTANT  STEP  BY  THE  INDUSTRY  TOWARD 
ACCEPTING  THIS  OBLIGATION.  THE  INDUSTRY  DESERVES  CREDIT  FOR  TAKING 
IT.  HOWEVER,  VOLUNTARY  AGREEMENTS  SUCH  AS  THIS  MAY  NOT  SOLVE  A 
PROBLEM  SO  MUCH  AS  OBSCURE  IT  BY  SHINING  A  LIGHT  ON  THE  GOOD  ACTORS 
AND  ALLOWING  THE  BAD  TO  CONTINUE  TO  OPERATE  UNCHECKED.  ULTIMATELY, 
SUCH  AGREEMENTS  MUST  NOT  DEFLECT  OUR  ATTENTION  FROM  WHAT  MATTERS 
MOST:  WHETHER  THE  REGULATORY  PLAYING  FIELD  IS  LEVEL,  AND  WHETHER 
CONSUMERS  ARE  RECEIVING  THE  CREDIT  THEY  NEED  AND  DESERVE. 

I  WANT  TO  THANK  OUR  WITNESSES  FOR  TRAVELLING  TO  BE  WITH  US 
THIS  MORNING.  YOUR  INSIGHTS  WILL  HELP  US  AS  WE  CONTINUE  TO 
CONSIDER  THIS  IMPORTANT  ISSUE.  I'D  LIKE  TO  NOTE  FOR  THE  RECORD 
THAT  WE  INVITED  REPRESENTATIVES  OF  THE  BANKING  INDUSTRY  TO  BE  WITH 
US  THIS  MORNING.  HOWEVER,  THEY  DECLINED  OUR  INVITATION  —  MAYBE 
BECAUSE  A  FEW  BANKS  AND  THRIFTS  OWN  MORTGAGE  BANKS  AND  ARE  NOT  AS 
HAPPY  ABOUT  EXTENDING  CRA  TO  MORTGAGE  BANKS  AS  THEY  ARE  TO  CREDIT 
UNIONS.   MAYBE  WE  CAN  CHANGE  THEIR  THINKING  ON  THAT! 
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SEPTEMBER  28,  1994  REP.  MICHAEL  CASTLE 

HOUSE  BANKING  SUBCOMMITTEE  ON  CONSUMER  CREDIT 
HEARING  ON  THE  COMMUNITY  REINVESTMENT  PRACTICES 
OF  MORTGAGE  BANKS 

THANK  YOU  MR.  CHAIRMAN.     I  THINK  ALL  OF  US  WANT  TO  ENCOURAGE 
ECONOMIC  GROWTH  IN  LOW-INCOME  COMMUNITIES  AND  TO  ENSURE  THAT  ALL 
AMERICANS  HAVE  A  FAIR  OPPORTUNITY  TO  OBTAIN  CREDIT.    THE  QUESTION 
WE  FACE  IS,  HOW  CAN  THE  FEDERAL  GOVERNMENT  BEST  ACHIEVE  THESE 
GOALS. 

THE  COMMUNITY  REINVESTMENT  ACT  IS  ONE  METHOD  THE  FEDERAL 
GOVERNMENT  HAS  USED  TO  ENSURE  THAT  FEDERALLY-INSURED  FINANCIAL 
INSTITUTIONS  SERVE  ALL  PARTS  OF  THE  COMMUNITY      THE  FEDERAL  BANK 
REGULATORS  ARE  NOW  ATTEMPTING  TO  MODIFY  THE  CRA  REGULATIONS  TO 
MAKE  THE  PROGRAM  MORE  EFFECTrVE  AND  REDUCE  THE  PAPERWORK  BURDEN 
ON  BANKS 

TH*  SUBCOMMITTEE  IS  NOW  EXAMINING  WHETHER  CRA  SHOULD  BE 
EXPANDED  TO  INCLUDE  MORTGAGE  BANKERS,  CREDIT  UNIONS  AND  POSSIBLY 
OTHER  FINANCIAL  SERVICES  PROVIDERS.    I  THINK  IT  IS  FAIR  TO  ASK  WHETHER 
THESE  BUSINESSES  SHOULD  HAVE  SOME  FORM  OF  COMMUNITY  REINVESTMENT 
RESPONSIBILITY     HOWEVER,  IN  VIEW  OF  THE  ON-GOING  EFFORTS  TO  IMPROVE 
THE  EXISTING  CRA  PROGRAM,  I  THINK  WE  SHOULD  BE  VERY  CAREFUL  IN 
DEVELOPING  POTENTIAL  RECOMMENDATIONS  FOR  EXPANDING  CRA. 
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IF  THIS  SUBCOMMITTEE  ULTIMATELY  DECIDES  TO  EXPAND  THE  CRA  WE 
SHOULD  MAKE  SURE  IT  IS  DONE  IN  A  MANNER  THAT  ACTUALLY  BENEFITS  LOW 
AND  MODERATE-INCOME  AMERICANS  WITHOUT  PLACING  AN  UNREASONABLE 
BURDEN  ON  LEGITIMATE  BUSINESSES 

I  AM  INTERESTED  IN  LEARNING  MORE  ABOUT  THE  SEPTEMBER  14  TH 
AGREEMENT  BETWEEN  HUD  AND  THE  MORTGAGE  BANKERS  ASSOCIATION  TO 
INCREASE  LENDING  TO  MINORITY  AND  LOW-INCOME  BORROWERS     I  THINK 
THIS  AGREEMENT  IS  A  GOOD  START,  BUT  I  REALIZE  IT  HAS  BEEN  CRITICIZED  BY 
SOME      THIS  HEARING  CAN  HELP  CLARIFY  THE  ISSUES  ON  HOW  WE  SHOULD 
ENCOURAGE  SOUND  LENDING  PRACTICES  IN  LOW  AND  MODERATE  INCOME 
COMMUNITIES  BY  ALL  LENDERS.     I  LOOK  FORWARD  TO  THE  TESTIMONY  OF  ALL 
THE  WITNESSES. 
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Statement  by  Rep.  Joe  Knollenberg 
9/28/94 

Thank  you  Mr.  Chairman.    I  would  also  like  to  thank  our 
panelists  for  taking  time  out  of  their  busy  schedule  to  be 
here. 

The  topic  of  this  hearing  is  the  "community  investment 
practices  of  mortgage  banks."  In  a  way,  I  find  this  title  to 
be  an  oxymoron.    Unlike  full  service  banks,  mortgage 
companies  do  not  take  deposits.    They  simply  originate 
mortgages  and  pass  them  through  to  the  secondary 
markets.    Therefore,  unless  there  is  a  Fannie  Mae  or 
Freddie  Mac  in  their  backyard,  or  a  lot  of  people  in  the 
community  who  invest  in  mortgage-backed  securities,  the 
concept  of  "community  investment"  does  not  really  apply. 

The  real  issue  here  is  whether  mortgage  banks  discriminate 
against  minorities.    Our  civil  rights  laws  are  clear.    If  a 
mortgage  banker  denies  a  loan  solely  because  of  the  race, 
gender,  or  religion  of  the  applicant,  it's  a  crime.    However, 
if  a  mortgage  banker,  for  instance,  sticks  to  Fannie/Freddie 
underwriting  guidelines,  and  in  the  process  denies  a 
disproportionate  number  of  minorities,  the  lender's  actions 
are  acceptable  even  though  the  result  is  unfortunate. 

I  believe  every  member  of  this  committee  wants  to 
encourage  the  flow  of  capital  into  traditionally  underserved 
areas.    I  believe  every  member  abhors  racism  and 
discrimination.    But  the  effects  of  a  given  problem  do  not 
necessarily  prove  its  cause. 

So  I  look  forward  to  hearing  the  testimony  this  morning. 
Maybe  we  can  get  to  the  bottom  of  these  thorny  issues. 


43 


STATEMENT  OF  MAXINE  WATERS 

MORTGAGE  BANKS  AND  COMMUNITY  INVESTMENT 
before  the  Consumer  Credit  and  Insurance  Subcommittee 

September  28,  1994 

Mr.  Chairman,  let  me  commend  you  once  again  for 
bringing  to  the  attention  of  Congress  an  issue  which 
has  eluded  us  in  the  past.   This  subcommittee,  under 
your  leadership,  has  delved  into  issue  after  issue, 
which  few  before  you  have  been  willing  to  explore. 
You  have  brought  an  energy,  commitment  and  vision 
to  consumer  issues  for  which  many  of  us  are  grateful. 
Today's  hearing  is  the  most  recent  example  of  this 
subcommittee's  willingness  to  tackle  difficult,  deep- 
seated  issues  of  credit,  discrimination  and  lending 
equity  that  policymakers  have  ignored.    I  am  privileged 
to  join  you  today  in  your  efforts. 

The  financial  sector  of  the  economy  has  changed 
dramatically  in  recent  years.    It  is  no  longer  accurate, 
when  we  discuss  credit,  to  simply  talk  about  "banks" 
or  "savings  and  loans."    Credit  flows  from  many 
sources  in  the  1 990s.    While  many  of  us  spend  time 
working  to  improve  the  Community  Reinvestment  Act, 
this  approach,  while  important,  is  certainly  incomplete. 

Most  home  mortgages  do  not  originate  from  banks 
and  S&Ls  -  they  come  from  mortgage  banks.   So, 
when  we  discuss  mortgage  discrimination,  we  must 
look  beyond  CRA.    If  we  seriously  attempt  to  open  up 
housing  opportunities  for  all  Americans,  we  can  no 
longer  ignore  the  mortgage  banking  industry.    That  is 
the  purpose  of  today's  hearing  and  it  is  the  reason  for 
Title  II  of  my  bill,  H.R.  1700,  the  CRA  Reform  Act. 
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We  know  from  studies  that  mortgage  banks  are 
among  the  worst  redliners  in  the  mortgage  loan 
business.    According  to  an  Essential  Information 
study,  of  the  62  "worst  case"  lending  patterns  in  the 
United  States  -  the  most  egregious  examples  of 
mortgage  redlining  -  mortgage  banks  were  guilty  in 
49  of  them.   This  was  determined  from  Federal 
Reserve  data  collected  and  diseminated  under  the 
Home  Mortgage  Disclosure  Act. 

If  I  had  to  speculate,  I  would  suppose  that  it  is  no 
coincidence  that  institutions  with  no.  community 
investment  standards  would  perform  worse  than  those 
which  do.    Said  another  way,  there  is  less  incentive 
for  mortgage  banks  to  lend  in  low-income  areas  than 
for  CRA-covered  banks  and  S&Ls.   The  task  we  face, 
is  to  find  a  way  to  implement  workable,  enforceable 
goals  which  will  enhance  lending  by  mortgage  banks 
in  low-income  neighborhoods. 

I  think  the  Clinton  Administration  understands  this.    I 
am  encouraged  by  the  recent  agreement  between 
HUD  and  the  mortgage  banking  industry  which  would 
set  voluntary  goals  for  minority  lending  and  hiring.   I 
would  single  out  Secretary  Cisneros  and  Assistant 
Secretary  Achtenberg  for  their  persistent  efforts  on 
behalf  of  fair  lending  policies.    However,  despite  these 
efforts,  I  remain  suspicious.    I  am  not  persuaded  that 
our  goals  can  be  reached  without  legislation. 

I  attached  an  amendment  to  this  year's  housing  bill 
which  would  study  the  lending  behavior  of  mortgage 
banks.    My  hope  was,  upon  the  study's  completion, 
and  HUD's  reporting  of  the  conclusion  to  Congress, 
we  would  have  a  more  thoroughly  documented 
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understanding  of  what  the  problems  are  within  the 
mortgage  banking  industry.    Now,  given  complications 
with  the  Housing  Bill,  it  is  unclear  whether  we  can 
count  on  this  specific  timetable.    Nonetheless,  1  do  not 
think  it  would  be  unreasonable  for  Congress  to 
consider  legislation  on  this  subject  as  early  as  next 
year  if  the  situation  does  not  dramatically  improve. 

My  legislation  would  establish  community  standards 
for  mortgage  banks  for  the  first  time.   The  Department 
of  Housing  and  Community  Development  would 
establish  an  Office  of  Mortgage  Bank  and  Insurance 
Supervision.    This  office  would  oversee  federal 
monitoring  of  mortgage  banks  and  private  mortgage 
insurance  companies. 

Let  me  add,  parenthetically,  that  I  see  private 
mortgage  insurance  companies  as  a  crucial  component 
of  a  broad  fair  lending  program.    As  such,  I  have 
included  oversight  of  P.M.I's  in  my  legislation.    HUD 
would  monitor  both  mortgage  banks  and  P.M.I's  in 
their  new  office.   However,  I  realize  mortgage 
insurance  companies  are  not  the  subject  of  today's 
hearing  and  so  I  will  leave  that  discussion  for  another 
day. 

Mortgage  banks  ~  which  depend  on  federally-insured 
secondary  mortgage  purchases  for  their  business  - 
would  supply  a  community  support  statement  to  the 
established  office  including  HMDA-type  data, 
underwriting  criteria,  pro-active  community  programs 
and  any  fair  housing  law  violations  they  may  have 
incurred. 

Under  my  legislation,  the  HUD  Office  charged  with 
this  responsibility  would  solicit  public  comment  and 
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evaluate  individual  mortgage  bank's  performance.    If 
the  Secretary  found  a  companies'  performance 
inadequate,  then  he  or  she  would  have  the  authority 
to  impose  a  series  of  penalties  including  fines,  cease 
and  desist  orders  of  the  practice  in  question,  legal 
action  if  appropriate,  and  civil  money  penalties  if 
deemed  necessary  and  appropriate. 

Mr.  Chairman,  in  conclusion,  I  think  on  this  issue 
momentum  is  on  our  side.   The  notion  of  bringing  non- 
traditional  lending  institutions  into  CRA-type 
compliance  mechanisms  has  moved  into  the 
mainstream.    At  different  times,  the  Chairman  of  this 
committee  and  the  head  of  the  OCC,  Gene  Ludwig, 
have  called  for  CRA-like  coverage  of  non-depository 
institutions.     As  recently  as  a  few  weeks  ago,  the 
Acting  Director  of  OTS,  Jonathan  Victor,  called 
specifically  for  establishing  community  investment 
guidelines  for  mortgage  banks. 

I  look  forward  to  our  work  on  ending  discrimination  in 
mortgage  lending.    More  importantly,  I  hope  we  can 
develop  pro-active,  innovative  ways  to  expand  home 
ownership  opportunities  for  people  and  communities 
which  have  traditionally  been  left  out.   That  is  what  I 
think  my  legislation,  and  the  continued  efforts  of  this 
subcommittee  can  achieve.   Thank  you  for  this  chance 
to  present  my  views,  Mr.  Chairman. 
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Good  morning  Chairman  Kennedy.   I'm  Alfred  DelliBovi, 
President  of  the  Federal  Home  Loan  Bank  of  New  York.   I 
appreciate  this  opportunity  to  express  my  views  on  the 
original  intent,  the  present  direction,  and  the  needed  course 
change  in  the  Community  Reinvestment  Act  of  1977. 

First  let  me  point  out  that  as  the  Deputy  Secretary  of  HUD 
from  1989  through  1992,  and  in  my  present  role  —  CEO  of  a 
regional  wholesale  bank  supporting  the  community  lending  of 
272  local  member  lenders  in  New  Jersey,  New  York,  Puerto 
Rico,  and  the  U.S.  Virgin  Islands  —  I  have  had  a  direct  hand 
in  helping  to  make  housing  both  affordable  and  available.   I 
have  gained  in-depth  knowledge  of  the  home  financing  market. 
On  the  whole,  I  believe  we  can  be  proud  of  the  housing 
sector's  accomplishments.   The  home  financing  sector  is 
dynamic,  diversified,  and  efficient.   It  readily  fulfills  the 
financial  needs  of  the  average  American  home  buyer.  It  has 
enabled  64.6  percent  of  all  families  to  own  their  homes. 

However,  there  are  some  communities  and  some  Americans  whose 
financial  needs  are  not  being  met.   This  situation  was 
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recognized  by  Congress  nearly  20  years  ago  when  it  enacted 
the  Community  Reinvestment  Act  of  1977.   It's  worth  keeping 
in  mind  that  the  original  objective  of  CRA  was  to  help  people 
who  lived  in  lower  income  communities  obtain  access  to  the 
mortgage  market,  by  making  sure  that  banks  and  thrift 
institutions  were  prepared  to  serve  the  communities  in  which 
they  were  located.   CRA  was  concerned  with  residential 
communities,  where  the  economic  and  social  base  was  formed  by 
the  families  living  in  the  neighborhood,  attending  the  local 
church  or  synagogue,  sending  their  children  to  the  local 
schools,  and  shopping  at  the  local  grocery  store. 

The  most  important  economic  activity  in  residential 
neighborhoods  is  the  buying  and  the  selling  of  homes.   If 
mortgages  aren't  available,  the  community  cannot  prosper,  and 
ultimately,  cannot  provide  the  living  environment  families 
want  and  need. 

Today's  mortgage  market  is  quite  dynamic,  and  it  has  greatly 
changed  and  diversified  since  CRA  was  first  enacted.   Back  in 
1977,  commercial  banks  and  thrift  institutions  provided  the 
bulk  —  about  three-quarters  —  of  the  funds  for  home 
mortgages  originated  in  the  U.S.   Today,  over  half  of  all 
home  mortgages  are  originated  by  mortgage  bankers.   But 
because  they  don't  take  deposits,  mortgage  bankers  aren't 
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covered  by  CRA.   Further,  mortgage  bankers  sell  most  of  their 
mortgages  to  the  secondary  market  agencies,  which  are  also 
not  covered  by  CRA. 

An  apparent  result  of  this  market  shift  can  be  seen  in  the 
Home  Mortgage  Disclosure  Act  data  released  and  analyzed 
recently  by  the  Federal  Reserve  Board.   In  the  February, 
1994,  issue  of  the  Federal  Reserve  Bulletin  ("Residential 
Lending  to  Low-Income  and  Minority  Families:   Evidence  from 
the  1992  HMDA  Data"),  the  Fed  reports  that  independent 
mortgage  companies  make  a  smaller  share  of  their  loans  to 
low-income  home  buyers  than  do  depository  institutions  and 
their  affiliated  mortgage  companies.   That  finding  applies  to 
both  FHA/VA  and  conventional  mortgages. 

The  Fed  also  reports  that  the  secondary  market  agencies 
purchase  less  than  a  proportionate  share  of  the  conventional 
loans  that  are  made  in  low-income  and  moderate-income 
neighborhoods.   Given  the  conforming  loan  limit,  that's 
surprising.   (Although  the  Fed  doesn't  report  information  on 
neighborhoods  for  mortgage  companies  and  depository 
institutions,  it  is  logical  that  low-income  home  buyers  are 
likely  to  live  in  low-income  neighborhoods.) 

The  Bulletin  article  attributes  the  difference  to  the 
underwriting  standards  of  the  secondary  market  agencies, 
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applying  the  assumption  that  independent  mortgage  companies 

sell  the  mortgages  they  originate  to  the  agencies  while 

depository  institutions  hold  their  mortgages  in  their  own 
portfolios. 

That  is  at  best  only  a  part  of  the  explanation.   Depository 
institutions  indeed  make  loans  that  do  not  conform  to  the 
underwriting  standards  of  the  secondary  market  agencies  and 
hold  those  loans  in  their  portfolios;  that's  an  important 
aspect  of  their  role  in  the  home  mortgage  market.   Then 
again,  they  also  make  and  hold  many  loans  that  do  meet 
secondary  market  standards,  including  loans  to  lower-income 
home  buyers  in  lower-income  neighborhoods,  and  those  loans 
certainly  show  up  in  their  HMDA  data. 

I  believe  a  more  complete  explanation  is  that  CRA  applies  to 
commercial  bankers  and  savings  bankers  but  not  to  mortgage 
bankers.   In  my  experience,  banks  and  thrift  institutions 
take  their  CRA  responsibilities  seriously  even  as  they 
wrestle  with  their  regulatory  compliance.   And  it  is  these 
CRA  generated  responsibilities  that  have  helped  promote 
lending  to  moderate  and  low  income  communities.   Conversely, 
mortgage  bankers  and  the  secondary  market  agencies  don't  have 
to  keep  CRA  compliance  in  mind  on  a  daily  basis;  in  fact, 
they  don't  have  any  community  standards  to  meet.   As  a 
result,  mortgage  bankers  gain  an  competitive  advantage  over 
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the  community  responsive  depository  institutions. 

As  I  touched  on  earlier,  the  purpose  of  CRA  is  to  prevent 
mortgage  red-lining  and  improve  urban  neighborhoods,  but  its 
coverage,  over  the  years,  is  increasingly  too  narrow. 
Moreover,  it  may  be  covering  the  wrong  part  of  the  mortgage 
market.   Because  mortgage  bankers  now  originate  most 
fixed-rate  loans  and  thrift  institutions  specialize  in  ARMs, 
we  now  have  a  situation  where  CRA  applies  to  loans  that  carry 
the  risk  of  a  payment  shock. 

This  could  be  particularly  serious  for  low-income  and 
moderate-income  home  buyers.   And  yet,  CRA  doesn't  apply  to 
the  level  payment  type  of  mortgage  that  is  likely  to  be  least 
risky  for  the  people  it  is  intended  to  help.   An  added  irony 
is  that  fixed-rate  mortgages  were  almost  the  only  mortgages 
offered  when  CRA  was  enacted;  Congress  could  hardly  have 
imagined  that  eventually  such  loans  would  be  excluded  from 
CRA. 

However,  I  do  not  believe  it  makes  sense  to  apply  CRA  to  the 
secondary  market  agencies.   They  are  national  organizations, 
a  step  removed  from  the  primary  market.   They  raise  their 
money  in  the  national  capital  markets  and  they  have  no  direct 
community  presence.   More  to  the  point,  they  can't  buy  loans 
that  their  mortgage  banker  based  distributors  don't 
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originate. 

But  it  does  make  sense  to  apply  CRA  to  mortgage  bankers.   The 
structure  of  the  mortgage  banking  industry  is  very  much  like 
the  structure  of  the  commercial  banks  and  thrift 
institutions.   Although  there  are  some  firms  that  do  business 
on  a  regional  or  national  basis,  they  all  have  a  community 
presence  and  do  business  through  local  branches  or  offices. 
Others  are  local  institutions  serving  local  markets.   Some 
are  licensed  to  do  business  by  state  and  local  governments. 
In  addition,  the  average  mortgage  banker  benefits  financially 
in  moving  conforming  loans  off  its  thinly  capitalized  books 
by  selling  the  mortgages  it  originates  to  Fannie  Mae  or 
Freddie  Mac,  which  are  Federally  sponsored  enterprises. 

With  respect  to  the  task  of  how  to  include  mortgage  bankers 
under  CRA,  it  should  not  be  hard  to  define  a  service  area  for 
a  mortgage  banker  on  the  same  basis  as  for  a  commercial  bank, 
savings  bank  or  thrift  institution.   And  like  these 
organizations,  mortgage  bankers  should  also  be  evaluated  in 
every  area  they  serve.   As  to  the  regulatory  agency  tasked 
with  the  duty  of  evaluating  CRA  compliance  of  mortgage 
bankers,  it's  my  opinion  that  HUD  would  be  a  good  candidate. 
I  urge  Congress  to  support  new  CRA  standards  that  would  bring 
about  this  positive  and  needed  change. 
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The  Bulletin  article  does  seem  to  confirm  the  common  sense 
observation  that  community  support  lending  standards  do  work 
to  help  keep  neighborhoods  strong.   And  I  believe  that 
companies  that  originate  mortgages  should  shoulder  similar 
community  reinvestment  compliance  responsibilities.   I  also 
believe  that  it's  easy  to  over  regulate  community  lending, 
thereby  needlessly  adding  costs  to  home  mortgages  as  well  as 
eating-up  the  limited  resources  of  the  neighborhood  lender. 

Unfortunately,  with  the  creation  of  a  whole  new  set  of 
community  support  standards  by  the  Federal  Housing  Finance 
Board,  some  would  argue  the  Home  Loan  Bank  System  is  getting 
dangerously  close  to  crossing  this  line  and  wading  into  a 
regulatory  morass.   This  morass  could  eventually  and 
dramatically  limit  the  Home  Loans  Banks'  critical  Affordable 
Housing  Program.   While  community  support  standards  are 
important,  one  set  of  requirements  administered  by  one 
regulator  strikes  the  balance  that  promotes  the  desired 
results  without  excessive  requirements. 

Amid  the  large  volume  of  comments  and  the  great  number  of 
discussions  on  the  proposed  revision  of  the  Community 
Reinvestment  Act,  we  may  be  losing  sight  of  the  fact  that  the 
CRA  is  serving  its  original  purpose  less  and  less  effectively 
as  time  goes  on.   Nothing  in  the  current  proposed  regulations 
will  reverse  that  trend.   This  is  not  to  deny  that  the 
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proposed  regulations  are  important  and  will  affect  the  way 
banks  and  thrift  institutions  do  business,  or  that  bankers 
have  expressed  very  legitimate  concerns  with  the  regulations 
as  proposed.   The  fact  is  simply  that  a  steadily  larger  share 
of  home  mortgages  are  completely  outside  the  boundaries  of 
CRA. 

Let's  remember  this:   tighter  regulations  on  banks  and 
thrifts  are  not  going  to  help  lower-income  neighborhoods 
much  if  CRA  continues  to  exclude  the  majority  of  loans  in  the 
mortgage  market. 

Thank  you. 
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Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  Stephen  B.  Ashley,  CMB,  Chairman  of 
the  Board  and  CEO  of  Sibley  Mortgage  Company,  located  in  Rochester,  New  York.  I  am 
currently  serving  as  President  of  the  Mortgage  Bankers  Association  of  America  (MBA).' 
Accompanying  me  today  are  Michael  J.  Ferrell,  MBA's  Senior  Staff  Vice  President  and 
Legislative  Counsel,  and  Karen  B.  Kapen,  MBA's  Associate  Director  and  Counsel. 

MBA  appreciates  the  opportunity  to  appear  before  you  today  to  testify  with  respect  to  community 
investment  practices  of  mortgage  bankers.  As  an  industry  and  as  concerned  Americans,  MBA 
is  committed  to  extending  the  opportunities  for  homeownership  as  widely  as  possible.  From 
every  vantage  point—social,  legal,  or  financial— it  makes  sense  to  expand  homeownership,  not 
limit  it.  The  mortgage  banking  industry  is  committed  to  finding  innovative  ways  to  meet  the 
needs  of  minority  and  low-income  borrowers  and  overcome  the  misplaced  hurdles  preventing 
prospective  minority  and  low-income  homebuyers  from  achieving  their  dream.  MBA  is 
committed  to  developing  and  maintaining  mortgage  credit  programs  that  will  enhance  housing 
affordability  for  people  throughout  the  housing  spectrum. 

In  addition  to  addressing  some  of  the  issues  raised  in  your  letter,  I  will  also  take  the  opportunity 
to  discuss  our  most  recent  Fair  Lending  Agreement,2  formally  entered  into  only  days  ago  with 
the  U.S.  Department  of  Housing  and  Urban  Development  (HUD),  as  well  as  the  fair  lending 
initiatives  that  MBA  has  previously  adopted.  We  are  very  proud  of  these  initiatives  and  the  HUD 
agreement  because  they  demonstrate  the  continued  commitment  of  MBA  and  the  mortgage 
banking  industry  in  providing  fair  and  equal  homeownership  opportunities  for  all  Americans. 
MBA  has  never  denied  that  discrimination  in  lending  exists.  We  have  taken  our  commitment 
seriously  and  are  continuing  to  develop  innovative  and  creative  solutions  to  the  problems  of 
mortgage  discrimination.  MBA  stands  alone  as  the  industry  leader  in  the  fight  to  combat 
mortgage  discrimination. 


1  The  Mortgage  Bankers  Association  of  America  is  a  nationwide  organization 
devoted  exclusively  to  the  field  of  residential  and  commercial  real  estate 
finance.  MBA's  membership  comprises  nearly  3,000  mortgage  originators  and 
servicers,  as  well  as  investors,  and  a  wide  variety  of  mortgage  industry-related 
firms.  Mortgage  banking  firms,  which  make  up  the  largest  portion  of  the  total 
membership,  engage  directly  in  originating,  selling,  and  servicing  real  estate 
investment  portfolios. 

Members  of  MBA  include : 

Mortgage  Banking  Companies  -  Mortgage  Brokers 

Commercial  Banks  -  Title  Companies 

-   Mutual  Savings  Banks  -  State  Housing  Agencies 

Savings  and  Loan  Associations  -  Investment  Bankers 

Mortgage  Insurance  Companies  -  Real  Estate  Investment  Trusts 
Life  Insurance  Companies 

MBA  headquarters  is  located  at  1125  15th  Street,  N.W.,  Washington,  D.C.  20005. 
Telephone:  (202)  861-6505;  FAX  (202)  452-8785. 

The  full  text  of  the  Fair  Lending  Agreement  can  be  found  at  the  end  of 
this  testimony  in  Appendix  A. 
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Further,  my  testimony  is  intended  to  explain  briefly  the  unique  nature  of  the  mortgage  banking 
business,  its  role  in  the  secondary  market,  and  its  regulation  as  an  industry  in  order  to  enhance 
public  understanding  of  the  homeownership  opportunities  that  the  industry  can  bring  to 
individuals  and  communities,  as  well  as  the  inherent  limitations  that  the  mortgage  banking 
industry  faces  as  mortgage  credit  providers. 

MBA's  Fair  Lending  Initiative 

Last  October,  HUD  Secretary  Henry  Cisneros  challenged  the  mortgage  banking  industry  at 
MBA's  Annual  Convention  to  expand  homeownership  efforts  to  all  Americans.  At  that  time, 
MBA  announced  a  five-point  fair  lending  initiative  that  we  hope  has  and  will  continue  to  enhance 
our  outreach  and  marketing  efforts  to  underserved  communities,  and  promote  diversity  and 
opportunities  for  minorities  within  our  own  companies.  We  realize  that  you,  Mr.  Chairman,  also 
raised  the  fair  lending  issue  with  Secretary  Cisneros,  and  you  should  be  credited  with  contributing 
to  this  challenge  as  well.  MBA  is  pleased  to  report  that  all  of  the  proposals  in  the  plan  are 
underway  or  completed.  The  five  prongs  of  the  initiative  are  as  follows: 

1)  MBA  is  undertaking  an  extensive  educational  and  training  program  for  mortgage 
banking  industry  personnel  who  have  direct  contact  with  the  home  buying  public.  This 
includes  a  cultural  awareness  video  and  workbook,  a  training  guide  for  loan  origination 
personnel  on  fair  lending  and  equal  opportunity  laws  and  regulations,  a  counselling 
training  module  to  help  those  mortgage  applicants  who  have  been  rejected  for  loans  but 
who  may  qualify  with  proper  financial  management,  and  a  marketing  guidelines  manual 
for  use  by  mortgage  companies  in  order  to  reach  consumers  through  minority  media 
outlets  and  other  avenues. 

2)  MBA  hosted  a  series  of  six  homebuying  fairs  across  the  country.  The  seminars  were 
targeted  to  minority  audiences  and  held  in  conjunction  with  state  or  local  mortgage  banker 
associations  and  the  National  Association  of  Real  Estate  Brokers.  The  seminars  were 
aimed  at  educating  potential  home  buyers  on  the  advantages  of  homeownership, 
qualifying  requirements,  and  overcoming  the  obstacles  to  sound  financial  and  credit 
management. 

The  sites  of  this  year's  seminars  and  their  dates  were  as  follows: 

Columbia,  SC  March  5,  1994 

Denver,  CO  April  2,  1994 

Houston,  TX  April  23,  1994 

Los  Angeles,  CA  May  21,  1994 

Detroit,  MI  June  11,  1994 

Boston,  MA  June  18,  1994 

Forums  such  as  these  are  key  to  reversing  the  perception  of  mortgage  discrimination  so 
that  minorities  who  are  qualified  potential  borrowers  can  become  aware  of  the  opportuni- 
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ties  and  how  to  take  advantage  of  them. 

3)  On  February  7,  1994,  MBA  sponsored  a  fair  lending  forum  at  Howard  University  in 
Washington,  D.C.,  with  a  satellite  link-up  to  Morehouse  College  in  Atlanta.  The  forum 
featured  members  of  Congress,  the  Administration,  Fannie  Mae,  Freddie  Mac,  and 
community  groups  who  responded  to  student  questions  regarding  ways  in  which  the 
mortgage  lending  process  can  be  made  more  accessible  to  minorities.  The  forum  was  also 
broadcast  to  over  350  universities  across  the  country. 

4)  Under  the  auspices  of  the  MBA  Diversity  and  Fair  Lending  Committees,  MBA  is 
encouraging  a  nationwide  effort  to  recruit  and  train  minority  employees  and  to  encourage 
the  development  of  minority-owned  companies. 

5)  And  finally,  MBA  commissioned  the  Gallup  organization  to  undertake  a  major  research 
project  aimed  at  assessing  the  barriers  to  homeownership  as  perceived  by:  a)  those  who 
have  been  successful  in  obtaining  a  mortgage;  and  b)  those  who  have  yet  to  enter  the 
housing  market.  The  results  of  the  study  indicated  that  the  process  of  buying  a  home  and 
obtaining  a  mortgage  is  perceived  as  confusing  and  sometimes  discriminatory  by  those 
who  have  actually  purchased  a  home  within  the  last  five  years,  as  well  as  by  those  who 
are  still  renters.  It  revealed  that  the  public  is  generally  misinformed  as  to  the  homebuying 
process.  As  a  continuation  of  our  commitment  to  extend  homeownership  opportunities, 
next  year  we  will  address  the  misinformation  problem  by  focusing  on  demystifying  the 
homebuying  process. 

Hopefully,  with  such  an  all-encompassing  effort,  we  will  move  closer  to  making  equal  access  to 
credit  by  all  Americans  a  reality  rather  than  a  distant  dream.  It  is  apparent  that  enormous 
opportunities  exist  for  removing  barriers  to  homeownership  and  opening  the  doors  for  minority 
and  low-income  homebuyers.  MBA  recognizes  that  more  needs  to  be  accomplished  if  the 
mortgage  banking  industry  is  to  improve  the  delivery  of  mortgage  products  and  services  to 
minority  and  low-income  borrowers.  MBA  also  recently  adopted  several  new  major  initiatives, 
in  addition  to  the  existing  five-point  plan,  in  order  to  meet  this  self-improvement  challenge. 

Corporate  Fair  Lending  Plans 

MBA  believes  that  mortgage  bankers  have  a  responsibility  to  expand  homeownership 
opportunities  for  minority  and  low-income  borrowers.  MBA  also  believes  that  the  Association 
and  its  members  should  develop  pro-active  plans  to  meet  the  mortgage  banking  industry's  fair 
lending  responsibilities  and  should  set  a  high  standard  for  such  affirmative  efforts.  Progress 
should  be  measured  by  our  vigorous  efforts  to  extend  opportunities  to  those  historically 
underserved. 

At  the  heart  of  the  new  initiatives  is  the  development  of  corporate  Fair  Lending  Plans.  Just  as 
member  companies  rely  on  their  quality  control  plans  to  monitor  loan  quality,  members  are 
encouraged  to  develop,  and  many  have  already  voluntarily  instituted,  Fair  Lending  Plans  to 
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ensure  that  their  companies  are  meeting  their  responsibilities  to  lower  income  and  minority 
homebuyers. 

MBA's  Board  earlier  this  year  addressed  a  resolution  urging  industry  firms  to  develop  Fair 
Lending  Plans  that  address  a  number  of  specific  issues.  Many  of  these  elements  are  referred  to 
in  question  three  of  your  invitation  letter.   They  are  as  follows: 

♦  Continuing  education  of  employees  on  cultural  diversity.  MBA  has  sent  its  members 
a  video  and  workbook  io  assist  with  such  diversity  training. 

♦  Aggressive  recruitment  of  minority  candidates  for  employment.  Mortgage  bankers  are 
in  the  process  of  examining  their  hiring  practices,  as  well  as  the  diversity  of  their 
management  teams,  loan  origination  staffs,  and  underwriting  departments  to  ensure  that 
they  are  representative  of  the  communities  they  serve.  Recruitment  efforts  could  include: 
summer  internship  programs,  conducting  on-campus  interviews  at  minority  universities, 
advertising  in  minority  newspapers,  and  similar  approaches  aimed  at  expanding  the  range 
of  employment  candidates. 

♦  Examination  of  current  community  outreach  efforts  to  reach  borrowers  in  minority  and 
low-income  areas,  as  well  as  firms  already  doing  business  there.  It  is  simply  not 
sufficient  to  treat  minority  and  low-income  customers  well  once  they  walk  in  the  door. 
We  must  reach  out  and  bring  applicants  to  the  door.  Specially  targeted  seminars  and 
advertising  campaigns  are  suggested. 

♦  Second  Look  programs  (including  review  of  loan  officer  rejections).  Many  community 
groups  believe  that  loans  officers  are  less  willing  to  work  aggressively  with  minority  or 
low-income  borrowers  to  document  their  file  in  order  to  achieve  loan  approval.  A  review 
of  negative  underwriting  decisions  will  assure  that  applicants  are  treated  on  a  similar  basis 
and  involve  a  higher  level  of  scrutiny. 

♦  Acceptance  of  loans  of  all  sizes.  Abolishing  minimum  loan  amounts  will  ensure  that 
MBA  member  policies  do  not  unintentionally  deny  homcownership  opportunities  to  lower 
income  borrowers. 

♦  Equitable  treatment  for  all  applicants  in  the  pricing  of  loans.  Pricing  policies  should 
treat  all  customers  fairly,  regardless  of  the  size  of  the  loan,  location  of  the  property,  or 
income  and  racial  characteristics  of  the  borrower. 

♦  Review  of  lending  areas  and  compensation  structure  on  a  regular  basis.  MBA  members 
should  review  their  areas  of  operation  and  methods  of  compensating  loan  originators  to 
ensure  that  they  do  not  effectively  discriminate. 

♦  Counseling  options  for  applicants.  Pre-purchase  counseling  has  proven  very  successful 
in  preparing  borrowers  for  the  mortgage  process.    Such  counseling  should  be  made 
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available  to  more  borrowers.  Further,  alternative  counseling  for  those  rejected  applicants 
who  seek  to  address  the  reasons  for  their  denial  should  also  be  provided. 

♦  Self  evaluation.  MBA  members  should  examine  their  company's  performance  on  a 
continual  basis  to  ensure  that  personnel  are  complying  with  the  company  fair  lending 
policy.  Self  testing  may  be  appropriate  in  some  instances;  however,  it  can  be  extremely 
expensive  and  unrealistic  for  many  companies.  In  such  situations,  other  options  for  self 
review  should  be  implemented,  e.g.,  customer  surveys. 

Further,  MBA  will  continue  to  work  with  the  Federal  National  Mortgage  Association  (Fannie 
Mae),  the  Federal  Home  Loan  Mortgage  Corporation  (Freddie  Mac),  the  Federal  Housing 
Administration  (FHA),  the  Veteran's  Administration  (VA),  private  conduits,  other  investors,  and 
private  mortgage  insurers  as  they  review  their  policies  and  underwriting  guidelines  to  encourage 
and  facilitate  lending  to  minorities  and  low-income  borrowers  and  to  remove  barriers  that  are  not 
directly  related  to  credit  risk.  Fair  lending  is  not  only  an  issue  for  mortgage  bankers.  It  is  an 
issue  for  the  entire  real  estate  finance  industry.  Mortgage  bankers  must  work  with  all  of  our 
partners  to  expand  homeownership  opportunities  and  to  ensure  that  discrimination,  whether 
unintentional  or  overt,  is  not  part  of  the  lending  equation. 

MBA  is  also  exploring  the  feasibility  of  third  party  individual  loan  review  procedures.  The 
review  mechanism  would  be  established  in  conjunction  with  local  MB  As  and  would  be  comprised 
of  several  individuals  from  member  firms,  community  groups,  and  agency  representatives  on  a 
rotating  basis.  To  be  successful,  such  a  program  will  need  to  ensure  that  lenders  accepting  loans 
approved  under  this  process  would  not  be  subject  to  future  liability. 

Fair  Lending-Best  Practices  Agreement 

In  1992,  the  Clinton  Administration  ushered  in  a-new  era  at  HUD.  The  focus  on  homeownership 
opportunities  for  the  traditionally  underserved  was  renewed  and  revitalized.  MBA  applauds 
HUD's  commitment  to  increasing  homeownership  for  minorities  and  low-income  families.  Over 
the  years,  MBA  has  been  committed  to  ensuring  that  homeownership  opportunities  are  extended 
on  a  fair  basis  to  all  Americans.  MBA  eagerly  joins  with  HUD  in  an  allegiance  to  these  goals. 
As  evidence  of  its  commitment,  MBA  has  already  initiated  an  ongoing  public  and  industrywide 
effort  aimed  at  eliminating  barriers  to  homeownership  for  minority  and  low-income  borrowers. 
In  addition,  MBA  member  companies  have  developed  their  own  innovative  initiatives  for 
ensuring  that  access  to  mortgage  credit  is  widely  extended  to  traditionally  underserved 
populations.  Many  have  instituted  counseling  programs,  aggressive  minority  outreach  efforts, 
self-testing,  and  second-look  underwriting  policies  that  go  well  beyond  the  most  far-reaching 
requirements  discussed  in  the  public  debate  thus  far  or  the  Fair  Housing  Act  requirements. 

The  Fair  Housing  Act  of  1968  requires  HUD  affirmatively  to  promote  fair  housing  and  imposes 
an  obligation  on  HUD  to  seek  voluntary  compliance  with  the  Act  from  the  housing  and  finance 
industries.  In  order  to  accomplish  these  requirements,  HUD  entered  into  an  agreement  with  the 
White  House  with  a  goal  that  by  the  end  of  FY  1994,  at  least  75  banks  and  mortgage  companies 
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in  at  least  five  metropolitan  areas  will  sign  agreements  with  HUD  to  be  industry  leaders  by 
adopting  certain  "best  practices"  for  use  within  the  mortgage  lending  industry. 

Mr.  Chairman,  in  our  meeting  last  March  in  your  office  in  Washington,  we  discussed  MBA's  fair 
lending  proposals.  I  made  a  pledge,  in  response  to  your  request,  to  examine  additional  steps  that 
the  mortgage  banking  industry  could  undertake  to  ensure  that  the  mortgage  lending  process  was 
free  of  discrimination.  As  a  further  manifestation  of  MBA's  and  the  mortgage  banking  industry's 
ongoing  commitment  to  fair  and  equal  homeownership  opportunities,  MBA  has  voluntarily 
entered  into  a  working  agreement  with  HUD  with  two  principal  purposes.  First,  the  agreement 
is  designed  to  involve  MBA,  as  the  industry  representative,  in  activities  that  will  foster  lending 
opportunities.  Second,  this  agreement  includes  a  menu  of  policies  and  procedures  that  individual 
companies  will  want  to  consider  in  implementing  fair  lending  initiatives,  as  well  as  the 
foundation  for  negotiating  individual  company  agreements  with  HUD. 

MBA's  agreement  with  HUD  sets  forth  a  series  of  actions  that  MBA,  while  working  with  HUD, 
agrees  to  undertake,  continue,  or  facilitate  during  the  next  three  years.  MBA  and  HUD  agree  to 
work  together  during  the  life  of  the  agreement  to  provide  support  and  technical  assistance  to  each 
other  and  to  MBA  member-signatories.  MBA  and  HUD  will  apprise  each  other  on  an  annual 
basis  of  the  activities  undertaken  in  furtherance  of  this  agreement.  MBA  has  agreed  to  initiatives 
such  as: 

•  Self-testing.  MBA  will  provide  guidance  and  support  to  its  members  interested 
in  developing  reliable  self-testing  programs~an  effective  method  for  determining 
whether  discrimination  is  occurring  in  a  company's  operations.  MBA  will  develop 
a  standardized  set  of  testing  protocols. 

•  Community  Outreach.  MBA  will  seek  to  foster  relationships  between  members 
and  mortgage  brokers,  developers,  builders,  and  national  community  groups  that 
are  active  in  minority  and  urban  neighborhoods  and  census  tracts  with  the  aim  of 
fostering  positive,  productive  relationships.  MBA  will  actively  engage  in  dialogue 
with  minority  associations  of  these  groups. 

•  Education.  Training,  and  Recruitment.  MBA  is  committed  to  increasing  the 
number  of  minority  professionals  within  the  lending  industry.  MBA  will  develop 
a  curriculum  aimed  at  teaching  the  skills  necessary  to  qualify  for  mortgage 
banking  positions.  MBA  will  solicit  schools  with  significant  minority  student 
populations  to  offer  the  curriculum. 

•  Employment  Opportunities.  MBA  will  encourage  its  members  to  participate  in  job 
information  programs,  provide  recruiters  and  materials  at  job  fairs,  and  develop 
internship  programs  for  minorities. 

•  Consumer  Education  and  Outreach.  MBA  will  develop  a  resource  guide  on  how 
to  sponsor  credit  and  homebuyer  community  education  efforts  aimed  at  low- 
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income  and  minority  borrowers.  MBA  will  serve  as  a  resource  to  lenders  seeking 
to  provide  consumer  information  in  formats  accessible  to  persons  with  disabilities 
and  non-English  speaking  persons.  MBA  will  develop  and  distribute  a  basic  guide 
to  the  homebuying  process  and  the  management  of  credit  for  use  at  the  high 
school  level. 

Staff  Training.  MBA  will  provide  continuing  opportunities  for  training  employees 
of  mortgage  banking  companies  on  fair  lending  issues.  It  will  include  instruction 
on  the  Fair  Housing  Act,  the"  Equal  Credit  Opportunity  Act,  and  applicable  state 
consumer  protection  and  civil  rights  laws.  MBA  will  hold  an  annual  forum  to 
train  employees  on  topics  such  as  fair  lending. 

Flexible  Underwriting.  MBA  will  work  with  others  to  encourage  the  development 
and  practical  application  of  flexible  underwriting  and  appraisal  standards.  Such 
standards  are  critical  to  broadening  credit  opportunities  to  traditionally  underserved 
populations. 

Market  Analysis.  MBA  will  develop  and  make  available  appropriate  software  and 
databases  that  will  assist  its  member  firms  in  undertaking  market  share  analysis, 
a  way  to  measure  progress  in  reaching  out  to  minority  and  low-income  house- 
holds. 

Support  of  Best  Practices  Agreements.  MBA  will  encourage  its  members  to  enter 
into  such  agreements  with  HUD  and  will  provide  the  model  Best  Practices 
Agreement  to  its  membership.  Upon  request,  MBA  will  assist  in  the  signing  of 
agreements  with  HUD  and  individual  firms.  MBA  will  sponsor  an  information 
center  to  help  members  implement  their  agreements. 


Further,  this  agreement  provides  a  menu  of  "best  practices,"  developed  cooperatively  by  HUD 
and  MBA,  from  which  HUD  and  individual  lenders  may  choose  to  negotiate  individual 
agreements.  The  "best  practices"  reflect  activities  intended  to  increase  homeownership  opportuni- 
ties, while  reinforcing  and  supporting  the  principles  of  sound  lending.  The  individual  agreements 
will  be  negotiated  between  HUD  and  individual  mortgage  banking  companies  and  will  typically 
be  for  a  period  of  three  years.  Lenders  will  be  asked  to  submit  to  HUD  an  evaluation  of  their 
experience  and  success  in  implementing  their  agreements  on  an  annual  basis.  It  is  understood 
that  the  terms  of  these  individual  agreements  will  vary,  taking  into  account  such  factors  as 
economic  conditions,  mode  of  operations,  and  the  size,  location,  and  financial  capacity. of  the 
individual  company.   Some  "best  practices"  include: 

•  Lending  Standards.  Lenders  should:  1)  promote  the  flexible  use  of  underwriting 

and  appraisal  standards  in  the  mortgage  lending  process  and  keep  abreast  of  the 
discretion  provided  under  third-party  guidelines;  2)  ensure  loan  processors  and 
underwriters  understand  and  apply  the  guidelines  that  permit  alternative  and 
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flexible  means  by  which  applicants  may  demonstrate  their  ability  and  willingness 
to  repay  the  debt;  3)  establish  a  policy  that  there  will  not  be  a  minimum  loan  size 
and  all  customers  will  be  treated  fairly;  4)  ensure  that  pre-application  screening 
and  all  contacts  are  conducted  on  a  non-discriminatory  basis;  5)  participate  in 
public  and  private  affordable  housing  and  loan  guarantee  programs  to  increase 
marketshare  among  underserved  populations;  and  6)  provide  information  on  loan 
products  for  which  an  applicant  qualifies. 

Second  Look  Programs.  Second  review  programs  allow  lenders  to  ensure  that 
standards  are  being  applied  in  a  fair  and  uniform  way.  Lenders  will  establish  and 
administer  these  programs  in  a  way  that  ensures  that  underwriting  standards  and 
available  flexibility  are  applied  in  a  non-discriminatory  manner. 

Self-Monitoring  and  Corrective  Efforts.  Lenders  will  monitor  their  success  in 
complying  with  their  fair  lending  agreements.  Lenders  will:  1)  ensure  withdrawn 
applications  were  treated  fairly;  2)  adopt  reliable  programs  and  procedures  to 
ensure  fair  lending  compliance;  3)  reliably  assess  their  participation  in  serving  the 
minority  and  low-income  population  in  their  market  areas;  4)  designate  an 
ombudsperson(s)  to  receive  complaints  from  consumers,  and  denied  applicants 
should  be  given  the  name  and  number  of  this  person  with  advice  on  how  to 
proceed;  5)  adopt  a  philosophy  and  manage  their  business  so  that  problems  are 
responded  to  quickly;  6)  commit  to  modifying  practices  determined  to  have  a 
potentially  discriminatory  effect;  7)  undertake  disciplinary  action  or  retraining  for 
inappropriate  behavior  or  inadequate  training;  and  8)  remedy  situations  where 
customers  have  been  adversely  or  unfairly  affected. 

Community  Outreach  and  Marketing.  Lenders  have  an  ongoing  obligation  to 
reach  out  to  the  members  of  the  communities  they  serve  with  information  about 
the  homebuying  process.  Lenders  have  the  right  to  define  for  themselves  the 
market  area(s)  within  which  they  do  business.  These  areas  cannot  arbitrarily 
exclude  minority  and  low-income  communities,  and  adequate  measures  should  be 
in  place  to  ensure  adequate  marketing  efforts  are  undertaken  to  reach  these 
communities.  Lenders  will:  1)  conduct  seminars  and  other  programs  to  provide 
these  communities  with  information;  2)  seek  to  develop  productive  relationships 
with  community  leaders,  organizations,  and  housing  counsellors  as  well  as  keep 
abreast  to  the  changing  needs  and  priorities  of  the  community;  3)  make  sales  calls 
to  those  in  predominately  minority  and  low-income  neighborhoods  that  are  sources 
of  potential  loan  applicants;  4)  ensure  that  effective  use  is  made  of  minority  media 
outlets;  and  5)  conduct  business  in  a  way  that  is  reasonably  accessible  to  persons 
with  disabilities  and  non-English  speaking  persons. 

Diverse  Workforce:  Lenders  will:  1)  encourage  development  of  a  workforce  that 
reflects  the  cultural,  racial,  and  ethnic  diversity  of  the  lenders'  market  areas;  2) 
look  to  their  own  employees  and  local  minority  groups  as  referral  sources  for  job 
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applicants;  3)  advertise  openings  in  minority  publications  or  publications  that  are 
circulated  in  minority  communities;  4)  expand  fee  panels  to  include  independent 
fee  appraisers  from  minority  organizations;  5)  train  employees  involved  in  the  loan 
approval  process  in  fair  housing  and  equal  opportunity  laws;  6)  asses  whether 
business  practices  provide  adequate  incentives  to  make  loans  to  low-income  and 
minority  borrowers;  and  7)  review  compensation  policies  and  make  changes  as 
deemed  appropriate. 


•  Performance  Targets.   Performance  targets  are  expected  to  form  a  standard  part 

of  all  individual  firm  agreements  and  will  be  tailored  to  the  lender  and  its 
community,  taking  into  account  such  factors  as  economic  conditions,  mode  of 
business,  size,  location,  and  financial  capacity. 

All  of  these  efforts--the  fair  lending  agreement,  MBA's  five-point  plan,  and  the  corporate  lending 
plans— are  vital  to  addressing  the  problem  of  discrimination  in  lending  and  promoting  mortgage 
credit  opportunities.  MBA  is  committed  to  these  efforts  to  assist  our  membership  and  others 
involved  in  the  lending  process  to  review  their  practices  and  policies  carefully  to  ensure 
compliance  with  fair  lending  laws,  as  well  as  to  enhance  opportunities  for  those  in  our  society 
who  are  not  taking  advantage  of  mortgage  credit  availability. 

Mortgage  Banking--The  Leading  Edge  of  Mortgage  Finance 

In  recent  years,  mortgage  bankers  have  become  the  market  leaders  in  home  mortgage  lending. 
In  1993,  the  total  volume  of  residential  mortgage  originations  was  over  $1.0  trillion.  Mortgage 
bankers  originated  51  percent  or  $506  billion  of  all  of  the  loans  made  last  year.  Approximately 
75  percent  of  all  FHA  and  VA  loans  are  made  by  mortgage  bankers.  In  addition,  over  40  percent 
of  all  conventional  loans  were  originated  by  mortgage  bankers. 

The  invitation  letter  refers  to  the  Federal  Reserve  Study  of  the  1992  Home  Mortgage  Disclosure 
Act  (HMDA)  and  asks  why  depository  institutions  originate  more  conventional  mortgage  loans 
to  low-income  borrowers  than  do  independent  mortgage  bankers.  We  do  not  accept  or  agree  with 
this  premise.  According  to  the  1992  HMDA  data  for  conventional  applications,  mortgage  bankers 
closely  paralleled  the  banks  in  the  number  of  originated  purchase  applications.  The  following 
table  demonstrates  this  fact: 

Conventional  Purchase  Applications 

Mortgage  Bankers:     610,958 
Banks:  733,576 

S&Ls:  450,206 

Further,  the  question  ignores  FHA  originations  and  thus  misses  a  large  and  important  part  of  the 
mortgage  market  for  low-income  borrowers.   Mortgage  bankers  arc  the  country's  primary  FHA 
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lenders.  MBA  believes  that  FHA  is  vital  to  preserving  mortgage  credit  opportunities  and 
enhancing  housing  affordability.  According  to  the  April  1994  Government  Accounting  Office 
(GAO)  study  entitled,  "HOUSING  FINANCE-Characteristics  of  Borrowers  of  FHA-Insured 
Mortgages,"  FHA  served  a  greater  proportion  of  low-  and  moderate-income  families  in  1991  than 
at  any  time  in  the  preceding  20  years.  Approximately,  345,000  families  were  served  in  1991, 
double  the  1971  levels.  According  to  the  same  study,  "[minorities  made  up  a  higher  proportion 
of  FHA  borrowers  than  of  all  U.S.  borrowers  for  virtually  all  years  between  1976  and  199 1."3 
Minorities  made  up  1 1  to  29  percent  of  FHA  borrowers  over  the  last  15  years,  with  an  average 
of  20  percent.  In  the  overall  marketplace,  minority  borrowers  made  up  12  percent  in  1991. 
Minorities  made  up  17.35  percent  of  FHA  borrowers  in  1991.  Further,  46  percent  of  FHA 
borrowers  are  below  the  U.S.  median  income.  The  following  table  demonstrates  the  dominance 
of  mortgage  bankers  in  FHA,  in  terms  of  originated  purchase  applications  for  1992: 

FHA-Insured  Purchase  Applications 

Mortgage  Bankers:     220,510 
Banks:  115,169 

S&Ls:  58,811 

It  is  apparent  that  mortgage  bankers  play  an  important  role  in  providing  mortgage  credit  to  low- 
and  moderate-income  and  minority  borrowers.  In  light  of  the  significant  participation  by 
mortgage  bankers  in  FHA,  it  is  misleading  to  refer  only  to  conventional  loans  when  examining 
the  lending  practices  of  mortgage  bankers.  A  well-rounded  approach,  taking  into  account  FHA 
originations,  is  necessary  for  an  accurate  examination  of  lending  practices.  The  1992  HMDA 
data  provides  some  enlightenment  in  this  area. 

1992  HMDA  Data 

In  1991,  statistical  data,  known  as  HMDA  data,  became  available  as  a  means  of  analyzing 
lending  practices  for  the  first  time  ever.  This  data  demonstrated  the  disparity  that  existed  in 
rejection  rates  between  black  and  white  applicants.  MBA  knew  that  the  time  was  ripe  to 
seriously  examine  the  state  of  affairs  in  mortgage  banking,  and  that  only  an  earnest,  pro-active 
industry  stance  would  enable  all  Americans  to  have  the  opportunity  to  realize  their  dreams  of 
homeownership.  MBA,  therefore,  immediately  formed  its  fair  lending  task  force  and  proceeded 
to  develop  a  number  of  difficult  standards  for  self-evaluation  and  minority  outreach. 

This  year,  the  1992  HMDA  data  were  released.  The  1992  HMDA  data  play  an  important,  yet 
limited  role,  in  assessing  the  community  lending  practices  of  mortgage  bankers.  The  data  are 
limited  in  that  they  fail  to  incorporate  information  on  a  number  of  factors  used  in  the 
underwriting  process.  Therefore,  HMDA  data  are  not  complete  indications  of  discriminatory 
lending  practices,  even  though  the  data  are  used  as  such. 


3GAO  study,  April  1994,  p  18. 
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It  is  important  to  recognize  that  the  HMDA  data  are  incomplete.  Mortgage  bankers  represented 
less  than  6  percent  of  all  HMDA  reporters  in  1992.  The  number  of  reporting  mortgage  bankers 
will  increase  by  at  least  700  in  1993.  With  this  increase,  MBA  expects  that  more  comprehensive 
data  on  mortgage  banking  lending  practices  will  be  provided,  demonstrating  an  increase  in 
lending  to  low-income  and  minority  borrowers. 

The  1992  HMDA  data  demonstrate  that  mortgage  bankers  are  increasing  homeownership 
opportunities  by  penetrating  the  low-income  and  minority  markets.  In  light  of  the  small  numbers 
of  mortgage  bankers  reporting,  mortgage  bankers  have  made  a  good  showing  in  a  number  of 
areas  examined  by  the  HMDA  data,  including  application  market  shares  and  application  approval 
and  denial  rates. 

Regarding  application  market  shares,  mortgage  bankers  had  the  largest  share  of  purchase 
applications  at  41  percent.  The  breakdown  of  the  share  of  purchase  applications  by  the  various 
industries  is  as  follows: 

Mortgage  Bankers:   41% 

Banks:   38% 

Savings  and  Loans  (S&Ls):  21% 

When  applications  are  looked  at  by  race,  mortgage  bankers  had  a  larger  share  of  each  minority 
group's  applications  than  it  did  white  applications  for  both  purchase  applications  and 
refinancings.  The  racial  composition  of  the  mortgage  hankers'  share  of  all  applications  is: 

White:  30% 
Hispanic:  31% 
Black:  34% 
Asian:  41% 

Mortgage  bankers  leadership  in  the  purchase  application  market  increases  in  significance  as  the 
overall  share  of  purchase  applications  of  41  percent  is  divided  into  shares  by  race.  The  racial 
composition  of  the  mortgage  bankers'  share  of  purchase  applications  is: 

White:  39% 
Hispanic:  42% 
Black:  47% 
Asian:  44% 

Mortgage  bankers  have  the  greatest  share  of  home  purchase  applications  (40  percent)  in 
neighborhoods  with  80  to  100  percent  minorities.  Such  numbers  demonstrate  that  the  mortgage 
bankers  have  increased  their  penetration  in  the  minority  markets  and  reinforces  the  fact  that 
mortgage  bankers  are  aggressively  seeking  to  provide  homeownership  opportunities  to  those 
traditionally  underserved. 
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Regarding  approval  and  denial  rates,  mortgage  bankers  lagged  only  slightly  behind  banks,  thrifts, 
and  credit  unions  in  approval  rates  across  all  mortgage  types.  The  approval  and  denial  rates  for 
applications  of  all  mortgage  types  across  the  industries  is  as  follows: 


Approvals 

Denials 

Mortgage  Bankers: 

73% 

16% 

Banks: 

75% 

18% 

S&Ls: 

77% 

13% 

Credit  Unions: 

83% 

10% 

Interestingly,  the  main  source  of  lag  in  the  mortgage  banker  results  seems  to  be  their  relatively 
poorer  approval  and  denial  rates  among  white  applicants.  Among  whites,  who  submitted  85 
percent  of  all  applications,  mortgage  bankers  trailed  all  other  lender  groups  in  both  approval  and 
denial  rates: 

Approvals  Denials 

Mortgage  Bankers:         76%  13% 

Banks:  79%  14% 

S&Ls:  80%  11% 

Credit  Unions:  85%  8% 

Clearly,  the  weight  of  the  white  share  to  total  applications  and  the  relatively  poorer  performance 
of  mortgage  bankers  among  whites  is  an  overriding  factor  in  the  lower  overall  approval/denial 
rates  for  mortgage  bankers. 

When  comparing  rates  by  applicant  race,  for  all  applications,  the  following  results  occur: 

Approvals 

Hispanics 
63% 
58% 
61% 


Blacks 

Mortgage  Bankers: 

59% 

Banks: 

58% 

S&Ls: 

63% 

Blacks 

Mortgage  Bankers: 

29% 

Banks: 

34% 

S&Ls 

26% 

Denials 


Hispanics 
23% 
34% 
25% 


Noteworthy  is  the  fact  that  mortgage  bankers  had  the  highest  approval  percentage  and  the  lowest 
denial  percentage  among  Hispanics. 

Further,  the  discrepancies  in  the  approval/denial  rates  can  also  be  attributed  to  a  number  of  other 
factors  that  grant  the  financial  institutions  certain  advantages  over  mortgage  bankers: 
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1)  Mortgage  bankers  are  not  portfolio  lenders.  They  do  not  have  portfolios  in  which  to 
place  loans  that  cannot  be  readily  sold  into  the  secondary  market.  Thus,  they  must  rely 
completely  on  the  secondary  market,  which  sets  the  underwriting  guidelines,  as  the  source 
of  long  term  investment  in  mortgages. 

2)  Mortgage  bankers  do  not  have  other  products  with  which  to  cross-subsidize  mortgages, 
such  as  the  depositories  have.  To  protect  their  ability  to  merge,  banks  and  S&Ls  often 
make  loans  at  no  profit  or  at  a  loss.  Depositories  are  able  to  offset  loan  losses  with  their 
pricing  strategy  on  other  products  and  the  profitability  of  the  merger.  Mortgage  bankers 
cannot  do  this  because  they  cannot  hold  loans  in  portfolio  and  must  rely  on  the  secondary 
market  to  purchase  all  of  their  loans,  which  has  strict  underwriting  guidelines.  Non- 
profitable  loans  cannot  be  sold  in  the  secondary  market. 

3)  Financial  institutions  are  depository  lenders.  This  deposit  relationship  dictates  that  as 
a  cost  of  attracting  deposits,  depositories  have  some  sort  of  physical  presence  in  the 
community  thereby  generating  public  awareness  of  their  companies.  Typically,  mortgage 
bankers  are  not  brick  and  mortar  institutions.  They  often  lend  through  intermediaries  and 
are  unable  to  take  advantage  of  physical  presence  for  publicity  such  as  depository 
institutions  do. 

4)  Depositories  have  a  huge  advantage  in  ARM  products  because  of  their  funding  options. 
Mortgage  bankers  do  not  have  access  to  low-cost  funds,  as  depositories  do.  They  are 
denied  access  to  the  Home  Loan  Bank  Advance  Window  and  the  Federal  Reserve 
Discount  Window. 

6)  Mortgage  bankers  are  under-represented  in  the  1992  data  by  at  least  700  companies. 
Projections  indicate  that  improved  affordability,  increased  outreach  programs  and 
marketing,  new  underwriting  standards,  credit  counselling,  and  improved  data  reporting 
procedures  will  combine  to  reduce  application  rejection  rates  for  all  race  and  income 
groups  in  the  1993  data.  The  increase  in  the  number  of  reporting  mortgage  bankers, 
combined  with  the  refinancing  and  affordability  boom,  should  significantly  increase 
applications  from  minorities  and  low-income  borrowers. 


The  1992  HMDA  data  shed  some  light  onto  the  lending  practices  of  mortgage  bankers.  It  is 
apparent  that  mortgage  bankers  have  penetrated  minority  markets  and  that  this  trend  will  continue 
as  more  mortgage  bankers  implement  the  various  fair  lending  proposals  and  commit  themselves 
to  providing  homeownership  opportunities  to  minority  borrowers.  MBA  expects  the  1993  data 
to  demonstrate  that  the  mortgage  bankers  are  on  the  right  track.  However,  it  is  important  to 
keep  in  mind  that  statistics  alone  do  not  tell  an  entire  story,  and  the  HMDA  data  is  but  one  piece 
in  the  lending  practices  puzzle.  Equally  important  is  the  motivation  of  mortgage  bankers  to 
increase  homeownership  opportunities  by  participating  in  fair  lending  initiatives.  MBA  and  the 
mortgage  banking  industry  are  committed  to  ensuring  that  traditionally  underserved  borrowers 
are  granted  the  opportunity  to  achieve  their  dreams  of  homeownership. 
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The  Community  Reinvestment  Act  of  1977 
Background 

During  the  congressional  examination  of  lending  practices  in  the  late  1970s,  it  was  alleged  that 
banks  and  thrifts  had  contributed  to  the  decline  of  neighborhoods  by  failing  to  provide  mortgage 
financing  to  qualified  applicants  even  though  these  institutions  took  deposits  from  the 
communities  in  which  the  applicants  resided.  It  was  also  alleged  that  the  regulators  ignored 
community  needs  and  focused  only  on  deposit  services  when  granting  charters  to  financial 
institutions.  Many  felt  that  legislation  was  necessary  to  combat  what  was  perceived  as  arbitrary 
underwriting  based  on  geographic  factors.  Allegations  such  as  these  resulted  in  the  introduction 
of  the  "Community  Reinvestment  Act  of  1977"  (CRA)  by  Senator  Proxmire  (D-WI). 

CRA  is  premised  on  the  finding  that  banks  and  thrifts  (depository  institutions)  have  an  ongoing 
obligation  to  meet  the  credit  needs  of  the  communities  they  serve.  This  premise  is  the  result  of 
the  fact  that  the  government  has  granted  banks  and  thrifts  special  privileges,  such  as  charters, 
depository  insurance,  and  access  to  low-cost  funds,  and  "it  is  fair  for  the  public  to  ask  something 
in  return."4  When  CRA  was  introduced.  Senator  Proxmire  remarked  that  CRA  was  based  on  a 
belief  that  "a  public  charter  conveys  numerous  economic  benefits  and  in  return  it  is  legitimate 
for  public  policy  and  regulatory  practice  to  require  some  public  purpose,  without  the  need  for 
costly  subsidies,  or  mandatory  quotas,  or  a  bureaucratic  credit  allocation  scheme."5  Thus,  CRA 
was  originally  meant  to  be  the  price  paid  for  the  privileged  treatment  of  depository  institutions. 

Recently,  there  have  been  attempts  to  amend  CRA  to  expand  its  reach  to  mortgage  bankers. 
Accusations  have  been  leveled  at  mortgage  bankers  not  only  by  some  legislators,  but  by  some 
regulators  and  other  financial  service  providers.  These  accusations  have  focused  on  two  related 
myths:  1)  the  application  of  CRA  to  mortgage  bankers  will  result  in  a  level  playing  field,  and 
2)  mortgage  bankers  are  not  regulated. 

MYTH  1:  Applying  CRA  to  mortgage  bankers  will  result  in  a  level  playing  field 

Applying  CRA  to  mortgage  bankers  will  not  result  in  a  level  playing  field.  Mortgage  bankers 
by  their  nature  are  inherently  different  from  other  financial  institutions.  Although  mortgage 
bankers  play  a  pivotal  role  in  delivering  mortgage  finance  to  home  buyers  such  as  banks,  thrifts, 
and  credit  unions  do,  mortgage  bankers  are  not  portfolio  lenders.  They  are  financially  unable  to 
hold  the  loans  that  they  originate.  Instead,  they  rely  solely  on  the  secondary  mortgage  market 
as  the  source  of  long  term  investment  in  mortgages. 


Community  Credit  Needs,  Hearings  before  the  Senate  Committee  on  Banking, 
Housing,  and  Urban  Affairs,  95  Cong.  1  Sess.  (Government  Printing  Office,  1977, 
P  1. 


5Ibid,  p  9. 
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Mortgage  bankers  are  not  depository  institutions.  They  are  a  financial  bridge  between  borrowers 
and  investors.  They  do  not  have  a  base  of  deposits  upon  which  they  can  draw  in  order  to 
originate  the  loans  that  they  make.  Because  mortgage  bankers  do  not  take  deposits  from 
borrowers  and  do  not  hold  loans  in  portfolio,  they  must  find  the  funds  necessary  to  make  loans 
from  private  capital  sources  or  by  borrowing. 

As  a  result  of  the  quest  for  capital,  mortgage  bankers  are  active  participants  in  the  secondary 
mortgage  market.  Mortgage  bankers  make  loans  to  borrowers  and  retain  them  only  long  enough 
to  pool  the  loans  together  for  sale  to  investors.  They  are  packaged  and  sold  either  as  a  group 
of  loans  or  as  securities  backed  by  mortgages. 

Mortgage  bankers  must  sell  the  loans  they  originate  to  the  secondary  market.  Failure  to  comply 
with  secondary  marketing  underwriting  guidelines  results  in  great  financial  loss  to  mortgage 
bankers.  Therefore,  mortgage  bankers  must  appropriately  and  correctly  adhere  to  secondary 
market  guidelines  when  originating  a  loan. 

Furthermore,  mortgage  bankers  do  not  benefit  from  access  to  preferred  lending  sources,  such  as 
the  Federal  Home  Loan  Bank  System  Advance  Window  or  the  Federal  Reserve  Board  Discount 
Window.  Mortgage  bankers  are  excluded  from  these  systems.  As  such,  mortgage  bankers'  cost 
of  funds  is  higher  than  that  of  other  institutions. 

Due  to  the  different  corporate  structure  of  mortgage  bankers  and  the  fact  that  they  are  neither 
portfolio  lenders  nor  depository  institutions,  applying  CRA  to  mortgage  bankers  will  not  at  all 
make  for  a  level  playing  field.  Mortgage  bankers  have  not  been  granted  special  privileges,  such 
as  access  to  low  cost  funds,  deposit  insurance,  and  state  and  Federal  charters,  as  banks  and  thrifts 
have.  There  are  too  many  inherent  differences  in  the  nature  of  the  institutions  ever  to  equate 
mortgage  bankers  with  banks  and  thrifts.  Applying  CRA  alone  will  never  result  in  a  level 
playing  field. 

MYTH  2:  Mortgage  Bankers  are  not  regulated 

Mortgage  bankers  are  regulated.  Indeed,  unlike  banks  and  S&Ls  which  each  enjoy  a  single 
regulator,  there  is  an  extensive  and  comprehensive  network  of  state  and  Federal  laws  and 
regulations  that  govern  mortgage  banking  activities.  Mortgage  bankers  are  subject  to  no  less  than 
25  Federal  laws  and  at  least  18  regulators.  Thus,  it  is  wholly  inaccurate  to  assert  that  mortgage 
bankers  are  completely  unregulated.  Depending  upon  the  type  of  loan,  mortgage  bankers  and 
brokers  are  subject  to  strict  regulation  and  oversight  by  FHA,  VA,  Ginnie  Mae,  Fannie  Mae,  and 
Freddie  Mac,  among  others.  The  Federal  Trade  Commission  has  jurisdiction  to  monitor  and  take 
action  against  mortgage  bankers,  including  cease  and  desist  orders,  and  HUD  has  clear  authority, 
under  the  Fair  Housing  Act,  over  mortgage  lenders,  as  well  as  the  secondary  market  entities. 
With  this  power,  HUD  can  issue  subpoenas,  order  discovery,  hold  hearings,  and  assess  penalties 
against  those  who  engage  in,  or  about  to  engage  in,  discriminatory  housing  practices.  Further, 
the  Department  of  Justice  is  mandated  to  enforce  the  various  fair  lending  laws  and  has  increased 
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its  activity  in  this  area.6 


Virtually  without  exception,  Federal  statutes  covering  real  estate  finance  are  drafted  to  cover 
loans. made  by  mortgage  bankers.  These  include,  among  others:  the  Real  Estate  Settlement 
Procedures  Act  (RESPA),  the  Truth  in  Lending  Act  (TIL),  the  Home  Mortgage  Disclosure  Act 
(HMDA),  the  Fair  Housing  Act,  the  Equal  Credit  Opportunity  Act  (ECOA),  the  Fair  Credit 
Reporting  Act  (FCRA),  and  flood  insurance,  reverse  redlining,  environmental  laws,  and 
bankruptcy  legislation.7  With  regard  to  these  statutes,  mortgage  bankers  are  subject  to  the  same 
liability  and  penalty  structures  that  are  imposed  on  depository  institutions.  Mortgage  bankers  are 
not  afforded  special  treatment 

Further,  many  mortgage  bankers  are  bank  and  thrift  subsidiaries.  In  practice,  such  subsidiaries 
are  already  subject  to  CRA  because  they  contribute  to  their  parent's  compliance.  If  CRA  were 
extended  to  include  mortgage  bankers,  both  the  parent  as  well  as  the  subsidiary  would  have  to 
comply  in  their  own  right.  In  1993,  MBA's  membership  totaled  approximately  2,700  member 
firms.  Of  that  number,  more  than  1,300  were  mortgage  bankers.  Of  the  number  that  were 
mortgage  bankers,  almost  250  were  subsidiaries  of  either  banks,  bank  or  thrift  holding  companies, 
or  savings  and  loans.  Thus  in  1993,  almost  20  percent  of  MBA  mortgage  banking  members  were 
already  subject  to  CRA. 


CRA  is  geographically  based.   Mortgage  bankers  are  not. 

MBA  is  opposed  to  any  attempts  to  apply  the  existing  CRA  scheme  to  mortgage  bankers.  We 
want  to  clarify  that  MBA  is  not  opposed  to  CRA  and  its  goals,  but  CRA,  in  its  present 
geographically-oriented  form,  is  designed  for  financial  institutions  with  statutory  restrictions  on 
their  market  areas. 

Mortgage  bankers,  although  highly  regulated,  are  not  geographically  restricted  in  their  dealings 
as  banks  are.  They  do  not  operate  on  a  brick  and  mortar  basis,  as  banks  and  thrifts  do.  The 
nature  of  the  business  is  highly  mobile,  and  mortgage  bankers  based  in  one  part  of  the  country 
often  lend  to  clients  in  another  part  of  the  country.  Further,  mortgage  bankers  do  not  take 
deposits.  They  are  conduits-money  is  taken  from  the  financial  markets  and  channeled  to  where 
it  is  needed.  Thus,  by  definition,  mortgage  bankers  add  worth  wherever  they  lend.  They  do  not 
take  from  a  community.  CRA  is  based  on  geography  and  community  in  which  deposits  are  taken 
and  loans  are  made.  Thus,  there  are  some  inherent  difficulties  in  attempting  to  impose  a 
geographically  based  scheme  upon  an  industry  that  is  not  geographically  based,  as  well  as 


Appendix  B  demonstrates  the  mortgage  banking  regulatory  environment. 

For  a  complete  list  of  federal  laws  impacting  mortgage  bankers,  see 
Appendix  C.  The  regulatory  impact  upon  a  single  mortgage  is  demonstrated  in 
Appendix  D. 
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applying  a  statute  specifically  aimed  at  specially  treated  depository  institutions  to  non-depository 
mortgage  bankers. 

MBA  realizes  that  at  the  time  of  the  promulgation  of  CRA,  mortgage  bankers  were  a  small 
segment  of  the  real  estate  finance  market  and  that  their  market  share  has  increased  dramatically 
over  the  years.  As  such,  many  feel  that  this  increased  market  share  justifies  extension  of  CRA 
to  mortgage  bankers.  MBA  feels  that  this  extension  is  unnecessary  in  light  of  the  positive  steps 
MBA  and  its  members  have  taken  and  will  continue  to  take  in  the  fair  lending  area  on  a 
voluntary  basis.  Such  initiatives,  however,  require  time  not  only  to  institute  the  programs  but 
to  determine  their  effectiveness  as  well.  MBA  feels  that  legislation  dealing  with  this  issue  would 
be  premature. 

Community  Investment  Standards  for  Users  of  GSEs 

In  order  to  benefit  from  the  services  of  the  Federal  Home  Loan  Bank  System,  the  Financial 
Institutions  Reform,  Recovery  and  Enforcement  Act  of  1989  requires  depository  institutions  to 
meet  certain  standards  of  community  investment  In  your  letter  of  invitation,  a  question  was 
raised  regarding  community  investment  standards  that  would  be  appropriate  for  companies  using 
government  sponsored  enterprises  (GSEs),  such  as  Fannie  Mae  and  Freddie  Mac.  In  our 
opinion,  such  an  concept  is  fundamentally  flawed. 

First,  the  real  benefit  of  Fannie  Mae  and  Freddie  Mac  is  to  the  community.  The  secondary 
market  enables  lenders  not  only  to  increase  liquidity  of  mortgage  investments  but  also  to  provide 
access  to  credit  by  ensuring  a  steady  flow  of  capital  in  the  mortgage  marketplace.  Lenders  are 
able  not  only  to  sell  loans,  thereby  freeing  up  valuable  assets,  but  are  also  able  to  charge  the 
borrowers  less  for  the  funds,  thereby  enabling  millions  of  families  to  obtain  low-cost  loans. 
Thus,  the  effect  of  the  secondary  market  is  already  beneficial  to  the  consumer  and  the 
community. 

Second,  there  already  exists  congressionally  imposed  community  investment  goals  upon  Fannie 
Mae  and  Freddie  Mac.  The  "Federal  Housing  Enterprises  Financial  Safety  and  Soundness  Act 
of  1992"  set  interim  housing  targets  and  goals  for  Fannie  Mae  and  Freddie  Mac  to  serve  low- 
and  moderate-income  families,  to  expand  affordable  housing  opportunities,  and  to  provide  credit 
for  central  cities,  rural  areas  and  other  underserved  areas.  MBA  and  its  members  are  working 
with  both  Fannie  Mae  and  Freddie  Mac,  as  their  primary  source  of  loans,  to  review  their 
underwriting  guidelines  and  lending  standards  to  help  them  meet  these  goals. 

Third,  requiring  such  community  investment  standards  fails  to  recognize  key  differences  in  the 
way  mortgage  companies  and  depository  institutions  operate.  Thrifts  and  banks  have  several 
sources  for  funding  home  mortgages  and,  therefore,  do  not  rely  heavily  on  the  FHLBanks.  They 
can  use  deposits,  issue  stock  or  debt  or  sell  their  loans  into  the  secondary  market.  Mortgage 
bankers,  however,  do  not  have  these  options.  They  must  rely  heavily  on  Fannie  Mae  and  Freddie 
Mac  as  their  ultimate  funding  source.  This  is  illustrated  by  the  fact  that  mortgage  bankers  sell 
approximately  70%  of  their  originations  to  these  entities,  with  the  remainder  going  to  GNMA, 
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private  conduits,  and  other  outlets. 

Finally,  such  a  concept  seriously  misconstrues  the  role  of  Fannie  Mae  and  Freddie  Mac.  Under 
the  proposal,  Fannie  Mae  and  Freddie  Mac  would  regulate  their  mortgage  company  customers 
for  compliance  with  the  community  investment  standards.  This  creates  a  disturbing  conflict  of 
interest  Fannie  Mae  and  Freddie  Mac  are  for-profit,  publicly  traded  entities.  They  are  business 
partners  with  mortgage  lenders,  not  their  regulators.  Their  mission  and  their  profitability  depend 
on  the  volume  of  quality  loans  delivered  by  their  Seller/Services.  Moreover,  such  a  proposal 
places  Fannie  Mae  and  Freddie  Mac  in  the  position  of  regulating  their  customers'  involvement 
in  other  government  programs  such  as  FHA  and  VA. 

The  Fair  Housing  Act 

The  Fair  Housing  Act  was  enacted  in  1968  to  promote  fair  housing  by  prohibiting  discrimination 
on  the  basis  of  race,  color,  religion,  sex,  and  national  origin  in  the  purchase,  sale,  rental,  and 
financing  of  housing.  For  26  years,  HUD  has  failed  to  issue  substantive  rules  implementing  this 
Act  However,  the  recent  Presidential  Performance  Agreement,  entered  into  between  HUD  and 
the  White  House,  calls  for  HUD  to  issue  implementing  regulations  by  the  end  of  this  fiscal  year. 
For  the  first  time  in  its  history,  HUD  is  reviewing  the  Fair  Housing  Act  and  is  now  mandated 
to  begin  the  rulemaking  process. 

There  is  no  doubt  that  HUD's  rulemaking  in  this  area  will  be  extremely  aggressive.  MBA  and 
the  housing  finance  industry  have  been  given  ample  indication  that  the  HUD  rule  will  be 
extensive.  An  example  of  this  aggressiveness  is  the  clarification  of  the  effects  test  or  disparate 
impact  analysis  that  HUD  will  consider  as  part  of  its  review. 

Under  the  effects  test,  discrimination  occurs  when  a  neutral  policy  or  practice  applied  equally  to 
all  applicants  has  a  disparate  impact  on  a  protected  class,  and  there  is  no  business  necessity 
justifying  the  policy  or  practice.  The  doctrine  poses  the  danger  of  having  a  particular  practice 
challenged  as  unlawfully  discriminatory,  regardless  of  the  fact  that  the  practice  is  not  intended 
to  be  discriminatory,  solely  because  of  its  unintended  effect  Although  the  effects  test  has  been 
applied  in  the  employment  area  for  some  time,  it  has  not  been  widely  interpreted  or  applied  by 
the  courts  in  the  mortgage  lending  field.  We  are  concerned  that  HUD  will  aggressively  interpret 
these  doctrines  in  its  upcoming  regulations  as  part  of  its  efforts  to  promote  fair  housing. 

Expansion  of  CRA  will  not  address  the  Subcommittee's  concern  with  mortgage  discrimination. 
Although  CRA  was  enacted  along  with  other  pieces  of  legislation  to  address  concerns  that  certain 
individuals  had  problems  in  obtaining  credit,  the  focus  of  CRA  extends  beyond  mortgage 
discrimination  to  all  the  credit  needs  of  local  communities.  CRA  does  not  directly  deal  with 
mortgage  discrimination.  It  is  designed  to  combat  the  perception  of  arbitrary  underwriting  based 
on  geographic  factors.  It  is  premised  on  the  idea  that  financial  institutions  have  an  ongoing  and 
affirmative  obligation  to  help  meet  the  credit  needs  of  the  local  communities  which  they  serve 
because  these  institutions  draw  upon  the  resources  of  the  community  for  their  deposits.  CRA 
deals  with  a  lender's  obligation  to  reinvest  in  one's  community  by  virtue  of  taking  from  the 
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community.  Mortgage  bankers  do  not  take  from  that  community.  They  are  merely  financial 
intermediaries,  and  as  such,  bring  capital  to  any  community  in  which  they  lend. 

MBA  feels  that  there  are  better  ways  to  accomplish  Congress'  and  HUD's  goal  of  combatting 
mortgage  discrimination.  HUD  and  MBA  have  already  begun  this  process.  HUD  has  stated  that 
its  rule  on  the  Fair  Housing  Act  will  be  very  aggressive.  HUD's  Fair  Housing  regulations,  along 
with  aggressive  enforcement  of  the  Fair  Housing  Act,  will  put  all  lenders  to  the  test  of 
affirmatively  promoting  fair  housing  and  enhancing  mortgage  credit  opportunities  in  order  to 
benefit  minorities  and  low-income  families.  In  addition,  MBA  has  already  initiated  a  number  of 
programs  aimed  at  eliminating  barriers  to  homeownership,  including  the  most  recent  Fair 
Lending-Best  Practices  Agreement  We  believe  that  the  issue  of  mortgage  discrimination  is  better 
served  by  focusing  efforts  on  enforcement  of  the  Fair  Housing  Act,  as  well  as  on  new,  creative 
fair  lending  initiatives,  such  as  the  ones  instituted  by  MBA,  and  not  by  expansion  of  CRA. 

Summary 

In  sum,  MBA  has  been  and  will  continue  to  be  committed  to  extending  opportunities  for 
homeownership  to  individuals  and  families  across  America.  Our  commitment  to  this  goal  can 
be  seen  not  only  in  our  words  but  in  our  actions,  including:  the  recent  fair  lending  agreement, 
MBA's  five-point  fair  lending  initiative,  and  the  development  of  corporate  fair  lending  plans. 

It  is  apparent  that  mortgage  bankers  occupy  a  unique  position  in  the  mortgage  lending  industry. 
They  are  not  depository  institutions  nor  are  they  portfolio  lenders.  They  are  regulated,  but  not 
in  the  typical  way.  Even  more,  MBA  has  made  a  concerted  voluntary  effort  to  ensure  that  all 
Americans  have  access  to  mortgage  credit-regardless  of  race,  gender,  or  creed.  MBA's  fair 
lending  initiatives  should  be  given  the  opportunity  to  succeed  without  interruption  by  well- 
meaning  but  potentially  disruptive  proposals  or  legislation.  We  have  made  our  commitment  to 
extending  homeownership  opportunities.  Now  give  us  the  opportunity  to  institute  our  initiatives. 

Once  again,  MBA  commends  you  and  the  Members  of  the  Subcommittee  for  your  efforts  to 
address  fair  lending  and  mortgage  discrimination.  MBA  appreciates  this  opportunity  to  testify 
and  express  its  view  on  community  investment  practices  of  mortgage  bankers.  We  would  be 
pleased  to  answer  any  questions  or  to  provide  further  information  for  the  hearing  record. 
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Mortgage  Bankers  Association  of  America 

and 

The  U.S.  Department  of  Housing  and  Urban  Development 

FAIR  LENDING— BEST  PRACTICES 
MASTER  AGREEMENT 

September  14,  1994 

Introduction 

To  evidence  and  further  the  ongoing  commitment  of  the  Mortgage  Bankers 
Association  of  America  and  the  mortgage  lending  industry  to  fair  and  equal  homeownership 
opportunities  for  all,  the  Mortgage  Bankers  Association  of  America  voluntarily  enters  into 
a  working  agreement  with  the  Department  of  Housing  and  Urban  Development. 

This  agreement  first  sets  forth  a  series  of  actions  which  the  Mortgage  Bankers 
Association  ("MBA"),  working  with  the  U.S.  Department  of  Housing  and  Urban  Development 
("HUD"),  agrees  to  undertake,  continue,  or  facilitate  during  the  next  three  years.  The  MBA 
and  HUD  agree  to  work  together  during  the  life  of  the  Agreement  to  provide  support  and 
technical  assistance  to  each  other,  and  to  MBA  member-signatories.  MBA  and  HUD  will 
apprise  each  other  on  an  annual  basis  of  the  activities  undertaken  in  furtherance  of  this 
agreement. 

Second,  this  agreement  provides  a  model,  or  menu  "Best  Practices  Agreement" 
developed  cooperatively  by  HUD  and  the  MBA.  The  "Best  Practices"  reflect  activities 
intended  to  increase  homeownership  opportunities,  while  reinforcing  and  supporting  the 
principles  of  sound  lending.  Under  this  agreement,  the  MBA  commits  to  support  and 
facilitate  HUD's  efforts  to  reach  agreements  with  individual  MBA  members.  The  individual 
agreements  will  be  negotiated  between  HUD  and  individual  mortgage  lending  companies. 

MBA  and  HUD  agree  that  the  terms  of  these  individual  agreements  will  vary,  taking 
into  account  such  factors  as  economic  conditions,  mode  of  operations,  and  the  size,  location 
and  financial  capacity  of  the  individual  company. 
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HUD  and  MBA  recognize  that  a  lender's  signing,  or  failure  to  sign,  a  Best  Practices 
Agreement  can  have  no  bearing  on  the  Secretary's  independent  obligation  to  enforce  the  Fair 
Housing  Act.  However,  a  mortgage  lender's  willingness  to  enter  into  a  Best  Practices 
Agreement  and  its  good  faith  efforts  to  comply  with  the  terms  of  the  Agreement  will  be 
viewed  in  a  positive  light  in  making  a  determination  as  to  additional  penalties  or  other  relief 
which  HUD  will  seek  in  cases  where  it  has  alleged  a  violation  of  the  Fair  Housing  Act. 

This  Agreement  and  compliance  with  its  terms  does  not  create  any  right  of  any  third 
parties  to  enforce  compliance  or  to  obtain  any  information  regarding  compliance  with  the 
terms  of  this  Agreement.  Nor  is  this  Agreement  intended  to  provide  any  new  enforcement 
authority  or  new  legal  remedies  to  any  governmental  agency.  Nothing  in  this  Agreement  is 
intended  to  require  the  lender  to  obtain  HUD's  consent  to  any  modification  of  the  practices 
and  goals  set  forth  herein.  Nothing  in  this  Agreement  authorizes  HUD  to  examine  or  to 
receive  files  and  data  in  the  lender's  possession  or  control  beyond  what  it  is  authorized  to 
examine  or  to  receive  under  current  law  in  the  absence  of  this  Agreement.  HUD  will  not  use 
the  content  of  the  lender's  report  to  HUD  as  the  basis  for  a  Secretary  Initiated  Complaint 
under  the  Fair  Housing  Act. 

I.  HUD-MBA  AGREEMENT 

The  U.S.  Department  of  Housing  and  Urban  Development  and  the  Mortgage  Bankers 
Association  of  America  have  reached  the  agreement  outlined  below.  MBA  will  continue  the 
fair  lending  initiatives  it  currently  has  in  place  and  will,  during  the  three-year  life  of  this 
agreement,  undertake  the  following  initiatives: 

Self-Testing 

Experience  has  shown  that  self-testing  is  an  effective  method  for  lenders  to  assess 
whether  discrimination  is  occurring  in  their  companies'  interactions  with  customers. 

MBA  will,  within  a  reasonable  period  of  time  after  the  execution  of  this 
agreement,  provide  guidance  and  support  to  member  mortgage  banking 
companies  that  are  interested  in  developing  reliable  self-testing  programs. 

MBA,  working  with  outside  groups  and  organizations,  will  develop  a  useful 
and  standardized  set  of  testing  protocols  which  when  applied  will  result  in 
fair  and  reliable  test  results. 
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Outreach  to  Brokers,  Community  Organizations 

Mortgage  lenders  rely  on  a  complex  skein  of  interconnected  relationships.  In  an  effort 
to  increase  their  lending  within  a  particular  market,  mortgage  banking  firms  often  work  in 
conjunction  with  others  who  facilitate  the  origination  of  mortgages  such  as  mortgage  brokers, 
real  estate  agents,  developers,  builders  and  neighborhood  groups  that  are  active  in  that 
community. 

MBA  will  seek  to  foster  relationships  between  members  and  mortgage 
brokers,  real  estate  agents,  developers,  builders,  and  other  agents  and  groups 
that  are  active  in  minority  and  urban  neighborhoods  and  census  tracts. 

MBA  will  actively  engage  in  ongoing  dialogue  with  associations  of  minority 
real  estate  agents,  brokers,  developers,  builders  and  national  community 
groups  which  are,  or  represent  members  who  are,  active  in  minority  and 
urban  neighborhoods  and  census  tracts,  with  the  aim  of  fostering  positive, 
productive  relationships. 

Education,  Training  and  Recruitment 

In  furtherance  of  the  goals  of  this  agreement  the  parties  are  committed  to  increasing 
the  number  of  minority  professionals  within  the  lending  industry.  To  achieve  that  goal, 

MBA,  working  through  its  state  affiliates,  will  develop  a  curriculum  for 
community  colleges  and  technical  schools  aimed  at  teaching  the  skills 
necessary  to  qualify  for  such  positions  as  loan  originator,  processor, 
underwriter,  loan  servicer,  and  loan  counselor. 

MBA  and  its  affiliates  will  solicit  schools  with  significant  minority  student 
enrollment  to  offer  the  curriculum  and  will  encourage  lenders  to  provide 
teaching  and  counselling  support  to  the  schools. 

Job  Opportunities 

Employment  information  programs  and  job  fairs  present  an  opportunity  for  the 
mortgage  banking  industry  to  recruit  minority  employees. 

MBA  will  encourage  its  members  and  state  affiliates  to  participate  in  job 
information  programs  at  schools  and  training  centers,  provide  recruiters  and 
materials  at  job  fairs,  and  develop  internship  programs  for  members  of  the 
minority  community. 
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Consumer  Education  and  Outreach 

Consumer  outreach  and  public  education  have  proven  an  effective  way  to  reach 
minority  and  low-income  populations.  Further,  good  financial  management  skills  should  be 
learned  as  early  as  possible  and  young  people  at  the  high  school  level  should  be  encouraged 
to  view  themselves  as  potential  homeowners.  To  these  ends, 

MBA  will  develop  a  resource  guide  for  use  by  its  state  affiliates  and  other 
organizations  to  sponsor  credit  and  homebuyer  community  education  efforts 
aimed  at  low-income  and  minority  borrowers. 

V 

MBA  will  serve  as  a  resource  to  lenders  seeking  to  provide  consumer 
information  in  formats  accessible  to  persons  with  disabilities  and  non-English 
speaking  persons. 

MBA  will  develop  a  basic  guide  to  the  homebuying  process  and  the 
management  of  credit  for  use  at  the  high  school  level.  MBA  will  work  to 
distribute  the  guide  to  high  schools  nationally. 

Training  for  Mortgage  Lending  Staff 

It  is  important  that  employees  in  the  lending  industry  understand  the  fair  lending  laws 
so  that  they  may  foster  compliance  with  these  laws.  Therefore, 

MBA.  as  part  of  its  ongoing  industry-wide  campaign,  will  provide  continuing 
opportunities  for  training  employees  of  mortgage  banking  companies  on  fair 
lending  issues.  The  training  will  include  instruction  on  the  legal 
requirements  of  and  compliance  with  the  Fair  Housing  Act,  the  Equal  Credit 
Opportunity  Act,  and  applicable  state  consumer  protection  and  civil  rights 
laws. 

The  MBA  will  hold  an  annual  forum  where  training  materials  on  such  topics 
as  fair  lending  marketing  strategies  and  fair  lending  compliance  will  be 
presented. 


80 


Master  Agreement 
September  14,  1994 
Page  5 


Underwriting  Standards 

One  of  the  critical  factors  in  broadening  credit  opportunities  for  traditionally 
underserved  populations  is  sufficiently  flexible  underwriting  and  appraisal  standards 
developed  by  such  third  parties  as  Fannie  Mae,  Freddie  Mac,  the  Federal  Housing 
Administration,  the  Department  of  Veteran  Affairs,  conduits,  other  investors,  and  private 
insurers.  It  is  important  to  have  adequately  flexible  standards  which  are  appropriately 
interpreted  and  applied  by  lenders.  Therefore, 

MBA  will  work  with  third-party  organizations  and  member  companies  to 
encourage  the  development  and  practical  application  of  flexible  underwriting 
and  appraisal  standards. 

Market  Analysis 

In  order  to  effectively  measure  their  progress  in  reaching  out  to  minority  and  low- 
income  households,  lenders  need  reliable  means  of  analyzing  the  relative  size  of  these 
populations  in  their  lending  areas.  To  this  end. 


MBA  will  develop  and  make  available  appropriate  software  and  databases 
that  will  assist  its  member  firms  to  undertake  market  share  analyses. 

Support  of  Best  Practices  Agreements 

In  the  spirit  of  promoting  enlightened  and  innovative  approaches  to  increasing 
minority  and  low-income  lending,  HUD  and  MBA  agree  to  encourage  lenders  to  enter  into 
agreements  with  the  Department  of  Housing  and  Urban  Development.  The  following  model 
agreement  is  intended  to  serve  as  a  framework  for  agreements  between  HUD  and  individual 
lender  firms.   For  its  part, 

MBA  will  encourage  its  members  to  enter  into  Best  Practices  Agreements 
with  the  Department  of  Housing  and  Urban  Development  and  will  provide 
the  model  Best  Practices  Agreement  that  is  part  of  this  agreement  to  its 
membership.  Upon  the  request  of  member  firms,  MBA  will  assist  in  the 
signing  of  agreements  with  HUD  by  individual  firms. 

MBA  will  sponsor  an  information  center  to  help  members  implement  the 
agreements  they  have  signed  with  HUD.  The  information  center  will  offer 
advice  and  technical  assistance,  to  members  who  request  help  in 
implementing  their  agreements. 
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II.        MODEL  BEST  PRACTICES  AGREEMENT 

The  concept  of  "best  practices"  is  a  standard  business  concept  which  has  been 
incorporated  into  the  management  approaches-  of  many  companies.  Statements  of  best 
practices  set  out  actions  and  policies  intended  to  improve  company  performance  in  a  critical 
area.  It  is  expected  that  a  company's  set  of  best  practices  will  evolve  over  time.  Self- 
assessment  and  evaluation  is  incorporated  in  order  to  enable  companies  to  adapt  their 
practices  with  time. 

This  Agreement  sets  out  a  model  best  practices  agreement  for  fair  lending.  It  does 
not  in  any  way  alter  a  signatory's  obligations  under  applicable  law  and  regulation.  The 
agreements  reached  with  individual  companies  may  vary  from  this  model,  taking  into  account 
such  factors  as  economic  conditions,  mode  of  operations,  and  the  size,  location  and  financial 
capacity  of  the  company. 

Best  Practices 

Fair  Lending  Goals 

An  important  step  in  establishing  a  set  of  "best  practices"  is  to  affirm  some  basic 
principles  of  operation.  These  principles  include:  1)  a  commitment  to  strive  to  increase 
lending  to  minorities  and  low-income  borrowers;  and  2)  a  commitment  to  discrimination- free 
actions  and  practices.  In  order  to  translate  these  principles  into  actions,  lenders  will: 

Develop  a  method  for  educating  consumers,  which  is  reasonably  accessible 
to  non-English-speaking  persons  and  persons  with  disabilities,  describing  the 
lenders'  commitment  to  fair  lending  practices.  The  publications  or  other 
methods  of  communication  will  include  an  explanation  of  fair  lending  laws 
and  a  description  of  the  lenders'  eligibility  requirements. 

Maintain  a  work  environment  which  is  free  from  discrimination,  which 
fosters  diversity  and  which  encourages  fair  lending. 
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Lending  Standards 

Recognizing  the  central  role  of  underwriting  and  appraisal  standards  in  the  mortgage 
lending  process,  lenders  should  promote  the  flexible  use  of  these  standards  among  personnel 
in  key  areas  of  the  company.  To  ensure  that  standards  are  being  applied  as  flexibly  as 
reasonably  possible,  lenders  should  keep  abreast  of  the  discretion  provided  to  primary  lenders 
under  the  guidelines  developed  by  Fannie  Mae,  Freddie  Mac,  the  Federal  Housing 
Administration,  the  Department  of  Veterans  Affairs,  conduits,  and  private  mortgage  insurers 
(third  parties). 

An  element  of  judgment  and  subjectivity  enters  into  all  underwriting  decisions,  which 
are  based  on  qualitative  analysis  by  the  underwriter  of  an  applicant's  ability  to  make  mortgage 
payments.  To  give  the  widest  possible  latitude  to  good  judgment,  the  underwriting  guidelines 
should  be  developed  by  insurers,  secondary  market  agencies,  investors  and  other  third  parties 
to  be  as  flexible  as  possible. 

Unfortunately,  some  underwriting  guidelines  in  today's  marketplace  may  be  written 
in  a  way  that  does  not  take  into  account  the  changing  profiles  of  many  prospective 
homebuyers  with  respect  to  job  history  and  credit  records.  The  responsibility  for  reviewing 
these  guidelines  and  understanding  their  application  to  a  changing  population  belongs  to  both 
the  third  parties  that  develop  the  guidelines  and  the  primary  lenders  who  apply  them. 

Most  lenders  are  not  in  a  position  to  set  their  standards  purely  based  on  their  own 
analysis,  but  must  refer  to  the  guidelines  set  by  secondary  market  purchasers  or  other  third 
parties.   In  applying  underwriting  and  appraisal  standards,  lenders  will: 

Seek  to  ensure  that  standards  are  being  applied  as  flexibly  as  reasonably 
possible.  They  will  keep  abreast  of  the  discretion  provided  to  primary 
lenders  under  the  third  party  guidelines. 

Ensure  that  loan  processors  and  underwriters  understand  and  apply  the 
provisions  of  third-party  guidelines  that  permit  alternative  and  flexible  means 
by  which  applicants,  including  persons  with  disabilities,  may  demonstrate 
their  ability  and  willingness  to  repay  their  loans. 

Establish  and  maintain  a  policy  that  there  will  not  be  a  minimum  loan  size 
and  all  customers  will  be  treated  fairly,  regardless  of  the  loan  size,  location 
of  the  property,  income  or  race  of  the  borrower. 
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Ensure  that  pre-application  screening  and  other  contacts  are  conducted  on  a 
non-discriminatory  basis. 

Participate  when  economically  -feasible  in  public  and  private  affordable 
housing  and  loan  guarantee  programs,  such  as  those  offered  by  the  FHA  and 
State  Housing  Finance  Agencies,  in  order  to  increase  market  share  among 
underserved  populations;  and 

Provide  information  on  loan  products  for  which  an  applicant  qualifies, 
whether  the  products  are  conventional,  federally  insured,  or  derived  from 
local-  or  state-subsidized  or  other  alternative  programs. 

Second  Review  Programs 

Second  review  programs  have  been  successfully  instituted  by  a  number  of  lenders. 
They  allow  lenders  to  ensure  that  standards  are  being  applied  in  a  fair  and  uniform  way  to 
all  applicants.  To  this  end: 

Lenders  will  establish  and  administer  second  review  programs  in  a  manner 
that  ensures  that  underwriting  standards  and  available  flexibility  are  applied 
in  a  non-discriminatory  manner. 


Self-Monitoring  and  Corrective  Efforts 

Lenders  will  want  to  take  an  active  role  in  ensuring  that  their  companies  have 
adequate  systems  in  place  to  monitor  their  success  in  complying  with  their  fair  lending 
agreements.  Many  systems  have  been  useful  in  monitoring  compliance,  from  the  use  of 
mystery  loan  shoppers  to  the  adoption  of  internal  statistical  analyses  of  loan  rejection  rates. 

Central  to  the  success  of  fair  lending  programs  is  a  reliable  assessment  of  a  company's 
share  of  the  minority  and  low-income  business  in  its  market  areas.  Market  share  analyses 
can  be  undertaken  in  order  to  determine  whether  special  outreach  efforts  are  needed  to  reach 
the  targeted  audiences.   Lenders  will  initiate  the  following  activities: 

Take  steps  to  ensure  that  applications  which  have  been  withdrawn  were 
treated  fairly. 
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Adopt  reliable  programs  and  procedures  to  ensure  fair  lending  compliance. 
Mystery  loan  shopping,  internal  statistical  analysis  of  loan  rejections  and 
comparisons  of  accepted  and  rejected  applications  are  methods  for 
determining  that  the  lender's  fair  lending  policies  are  being  carried  out  in 
practice.  It  is  HUD  policy  to  consider  as  a  substantial  mitigating  factor  an 
institution's  self-identification  and  self-correction  of  a  fair  lending  violation 
when  determining  whether  it  will  seek  additional  penalties  or  other  relief 
under  the  Fair  Housing  Act. 

Lenders  will  reliably  assess  their  participation  in  serving  the  minority  and 
low-income  population  in  their  market  areas",  using  techniques  such  as 
market-share  analysis  and  market  penetration  analysis.  Based  on  their 
assessment,  they  will  determine  if  action  is  warranted.  If  so,  they  will  take 
proactive  measures  to  increase  their  service  to  low-income  and  minority 
sectors. 

Companies  will  designate  an  ombudsperson(s)  or  a  specific  office  to  receive 
complaints  from  consumers.  To  be  most  effective,  the  ombudsperson(s)  or 
office  should  report  directly  to  the  firm's  senior  management  and  have 
sufficient  authority  to  quickly  and  independently  resolve  problems.  Denied 
applicants  should  be  given  the  name  and  phone  number  of  the 
ombudsperson(s)  or  office  along  with  advice  on  how  to  proceed. 

Lenders  will  adopt  an  operating  philosophy  and  manage  their  business  so  that 
problems  are  responded  to  quickly.  Lenders  will  commit  to  modifying 
practices  that  they  determine  to  have  a  potentially  discriminatory  effect.  If 
inadequate  training  or  inappropriate  behavior  on  the  part  of  company 
personnel  have  contributed  to  the  problem,  the  lender  will  undertake 
disciplinary  action  or  retraining.  Lenders  will  also  remedy  situations  where 
customers  have  been  adversely  or  unfairly  affected. 

Community  Outreach  and  Marketing 

Lenders  have  an  ongoing  obligation  to  reach  out  to  the  members  of  the  communities 
they  serve  with  information  about  the  homebuying  process.  Lenders  have  the  right  to  define 
for  themselves  the  market  area(s)  within  which  they  do  business.  The  market  areas  that  are 
defined  by  lenders,  however,  cannot  arbitrarily  exclude  minority  and  low  income 
communities,  and  appropriate  measures  should  be  in  place  to  ensure  that  adequate  marketing 
efforts  are  undertaken  to  reach  these  communities. 
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Among  the  many  marketing  efforts  that  have  proven  successful  in  minority  and  low- 
income  neighborhoods  are  seminars  and  other  programs  designed  to  provide  information 
about  home  financing  and  qualification  requirements. 


To  this  end.  lenders  will: 


Provide  members  of  minority  and  low-income  communities  with 
information  about  products  and  services,  and  conduct  seminars  and  other 
programs  targeted  to  these  populations. 

Seek  to  develop  productive  relationships  with  community  leaders,  housing 
counselling  organizations  and  other  community  organizations.  Lenders 
will  undertake  to  keep  abreast  of  the  changing  needs  and  priorities  of  the 
community  and  will  adapt  their  services,  product  offerings  and  market 
strategies  accordingly. 

Make  sales  calls  to  those  in  predominantly  minority  and  low-income 
neighborhoods  who  are  sources  of  potential  loan  applicants,  such  as  real 
estate  agents,  builders,  and  community  organizations. 

Ensure  that  effective  use  is  made  of  minority  media  outlets  for  announcing 
the  availability  of  loan  products.  Lenders  will  seek  to  employ  advertising 
images  and  messages  that  are  welcoming  to  minority  and  low-income 
applicants. 

Conduct  business  and  marketing  activities  in  a  manner  that  is  reasonably 
accessible  to  persons  with  disabilities  and  non-English-speaking  persons. 


Workforce 


Developing  a  workforce  that  serves  customer  needs  and  helps  ensure  appropriate 
compliance  with  fair  lending  agreements  involves  a  commitment  to  both  aggressive 
recruitment  and  effective  job  training.  To  that  end,  lenders  will  make  the  following  efforts: 

A  company's  own  minority  employees  can  serve  as  an  important  referral 
source  for  job  applicants,  as  can  local  minority  real  estate  boards,  historically 
minority  colleges  in  the  area,  and  other  firms  and  organizations  that  serve 
minority  groups  in  the  community. 
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In  developing  a  competitive  workforce,  lenders,  consistent  with  the  Equal 
Employment  Opportunity  Act,  will  make  best  efforts  to  establish  and 
maintain  employment  practices  that  encourage  development  of  a  workforce 
that  reflects  the  cultural,  racial  and  ethnic  diversity  of  the  lenders'  market 
areas,  taking  into  account  branch  size  and  economic  conditions.  Equal 
opportunity  employment  will  serve  as  a  guiding  principle  for  the  recruitment, 
and  promotion  of  all  positions,  including  those  of  account  executives, 
underwriters,  loan  counselors,  loan  processors,  staff  appraisers,  assistant 
branch  manager  and  branch  manager. 

Lenders  that  use  advertising  to  recruit  new  employees  should  advertise 
openings  in  publications  widely  circulated  in  minority  communities  and/or  in 
local  minority  publications.  Lenders  to  the  extent  practical  will  also  notify 
predominantly  minority  organizations  about  job  openings. 

Expand  fee  panels  to  include  qualified,  independent  fee  appraisers  from 
minority  appraisal  organizations  and  others  familiar  with  minority  and  low- 
income  neighborhoods. 

Train  all  employees  involved  in  the  loan  approval  process  in  federal,  state 
and  local  fair  housing  and  equal  opportunity  laws.  The  training  should 
include  the  company's  policies  and  practices  regarding  these  laws.  Provide 
guidance  to  employees  on  appropriate  procedures  they  should  undertake  if 
they  believe  a  fair  housing  violation  may  have  occurred. 

Assess  whether  business  practices  provide  adequate  incentives  to  make  loans 
to  low  income  and  minority  borrowers.  As  part  of  that  process,  lenders  will 
review  their  compensation  policies  and  make  changes  in  those  policies  as 
deemed  appropriate. 

Performance  Targets 

Performance  targets  will  form  a  standard  part  of  all  individual  agreements  between 
the  Department  of  Housing  and  Urban  Development  and  lenders.  These  will  be  tailored  to 
the  lender  and  its  community,  taking  into  account  such  factors  as  economic  conditions,  mode 
of  business,  size,  location  and  financial  capacity  of  the  individual  firm. 
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Life  of  the  Agreement 

Each  agreement  reached  between  HUD  and  an  individual  lender  will  contain  a 
statement  of  the  lifetime  of  the  agreement  Typically,  the  agreements  will  be  for  a  period  of 
three  years. 

Evaluation  and  Assessment 

Some  of  the  Best  Practices  contained  in  this  agreement  have  not  received  rigorous 
performance  testing.  Others  are  known  to  be  generally  successful,  but  it  can  be  expected  that 
their  impact  will  vary  from  lender  to  lender.  Some  lenders  can  be  expected  to  achieve  greater 
success  than  others  in  implementing  an  agreement  For  these  reasons  and  others,  lenders  will 
be  asked  to  submit  to  HUD  an  evaluation  of  their  experience  implementing  the  agreement 
annually.  HUD  will  not  use  the  content  of  the  lender's  evaluation  as  the  basis  for  a  Secretary 
Initiated  Complaint  under  the  Fair  Housing  Act  The  evaluation  will  include: 

a  description  of  the  lender's  success  in  meeting  the  performance  targets 
contained  in  its  agreement; 

a  discussion  of  the  lenders'  experience  with  the  best  practices  activities;  and 

an  evaluation  of  the  various  practices  employed  by  the  lender  to  promote  fair 
lending  and  recommendations  for  future  action. 

Signed  this  14th  day  of  September,  1994. 

Stephen  B.  Ashley  Henry  G.  Cisneros 

President  Secretary 

Mortgage  Bankers  U.S.  Department  of 

Association  of  America  Housing  and  Urban  Development 


1€<X+a 


irta  Achtenberg 
ssistant  Secretary 
Fair  Housing  and  Equal 
Opportunity 
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MORTGAGE  BANKER  REGULATORY  ENVIRONMENT 


PRIVATE  WAREHOUSE 

INVESTORS  HUD  FED  FTC  BANKS 


STATE 


FEMA 


•INDEPENDENT' 
MORTGAGE 
BANKER 


PSA         Mis 


IRS 


FFIEC 


DOJ 


FNMA 


FmHA 


FASB 
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Federal  Laws  Impacting  Mortgages 


1913  Federal  Reserve  Act 

1916  Federal  Farm  Loan  Act 

1927  McFadden  Act 

1932  Reconstruction  Finance  Act 
Federal  Home  Loan  Bank  Act 
Home  Owner's  Loan  Act 

1933  Glass-Steagall  Act 

1934  National  Housing  Act  (FHA  created) 

1938  National  Mortgage  Association  of  Washington  (soon  to  be  FNMA)  created 

1944  Serviceman's  Adjustment  Act  (VA  home  loan  program  created) 

1949  Housing  Act 

1961  Consolidated  Farmers  Home  Administration  Act 

1965  Housing  and  Urban  Development  Act 

1966  Interest  Rate  Adjustment  Act 

1968  Fair  Housing  Act 

Consumer  Credit  Protection  Act  (Truth-in-Lending,  Fair  Credit  Reporting) 
Housing  and  Urban  Development  Act  (GNMA  created,  FNMA  privatized) 
Interstate  Land  Sales  Full  Disclosure  Act 

1969  National  Environmental  Policy  Act 

1970  Emergency  Home  Finance  Act  (FHLMC  created) 

1974  Flood  Disaster  Protection  Act 

Real  Estate  Settlement  Procedures  Act  (RESPA) 
Equal  Credit  Opportunity  Act  (ECOA) 

1975  Home  Mortgage  Disclosure  Act  (HMDA) 
1978  Community  Reinvestment  Act  (CRA) 

Fair  Lending  Practices  Regulations 
1980  Depository  Institutions  Deregulation  and  Monetary  Control  Act 

Omnibus  Reconciliation  Act 
1982  Garn-St.  Germain  Depository  Institutions  Act 

1984  Deficit  Reduction  Act 

1986  Tax  Reform  Act 

1987  Competitive  Equality  Banking  Act 

1989  Financial  Institutions  Reform  Recovery  &  Enforcement  Act  (FIRREA) 

1990  Cranston-Gonzalez  National  Affordable  Housing  Act 
1992  Housing  and  Community  Reinvestment  Act 

1992  Federal  Housing  Enterprise  Financial  Safety  and  Soundness  Act 
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REGULATOR  IMPACT  ON  MORTGAGE  FLOW 


Primary 

PROCESS 

ISSUE 

Rule    Enforcer 

PRE-APPL- 

Fair  Marketing 

ECOA       FTC 
Fair  Housing 

HUD 

FHA  Pricing  Issues 

HUT) 

Posters  &  Reports 

HMDA      HUD 

No  Kickbacks 

RESPA      HUD 

Appraiser  Approval 

Agency-specific 

APPLICATION  - 

ARM  Disclosure 

TIL           FTC 

Gov't  Monitoring 

ECOA       FTC 

Loan  Application  Reg. 

HMDA      HUD 

FHA  Disclosures 

HUD 

VA  Disclosures 

VA 

FmHA  Disclosures 

FmHA 

Credit  Authorization 

FCRA        FTC 

Financing  Agrmnt 

State         State 

Ancillary  Fee  Disclosur 

e/Limitation 
State         State 

FHA  Allowable  Closing  Cost  Calculation 

HUD 

Controlled  Business  Drscl  RESPA      HUD 

Brokerage  Fee  Disclosu 

re  State         State 

3-DAYS  POST- 

APPLICATION 

Good  Faith  Estimate 

RESPA      HUD 

Initial  TiL  Statement 

TiL            FTC 

Costs  Booklet 

RESPA      HUD 
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UNDERWRITING    Credit  Guidelines 

Notification  of  Decision 
Reporting  of  Decision 
Flood  Disclosure 


Agency-specific 
ECOA  FTC 
HMDA  HUD 
FDPA 


CLOSING 


HUD- 1  Statement 
Legal  Closing  Docs 

Final  TiL  Statement 
Escrow  Set-up 


RESPA      HUD 
State-specific 
Agency-specific 
TiL  FTC 

RESPA     HUD 


SHIPPING/FUNDING 


Additional  review  of  all  of  the  above. 


SERVICING 


Escrow  Admin 
Late  Charges 
Collection  Admin 
Foreclosure 


RESPA  HID 
State  State 
Agency-specific 
State         State 


•  States  typically  provide  additional  enforcement  of  RESPA. 
TiL  and  ECOA  based  on  "fair  and  deceptive  practices" 
rules. 

•  u  Agency"  used  above  refers  to  both  Private  Investor  & 
Agency  requirements. 
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Chairman  Kennedy  and  members  of  the  subcommittee;  thank  you  for 
this  opportunity  to  testify  before  your  committee  as  you  search  for 
solutions  to  the  continuing  problem  of  lack  of  investment  and  lack  of  access 
to  credit  in  the  low  and  moderate  income  neighborhoods  of  America. 

Mr.  Chairman,  I'm  here  in  two  capacities  today.  I'm  a  board 
member  of  the  National  Community  Reinvestment  Coalition  which  has 
over  425  member  organizations  spread  throughout  46  states  of  this 
country.  As  a  board  member  of  that  Coalition,  whose  work  you've  come  to 
know  very  well  over  the  past  several  years,  I  hear  many  stories  about  the 
reinvestment  successes  of  my  brothers  and  sisters  around  the  country  and  I 
also  hear  about  the  continuing  impediments  to  reinvestment  that  harm  our 
communities. 

I'm  also  here  as  the  executive  director  of  the  Memphis-based  Mid- 
South  Peace  &  Justice  Center,  a  non-profit  organization  that  has  been 
using  the  Community  Reinvestment  Act  for  nine  years  to  bring  the  banks 
and  S&Ls  to  the  table  to  talk  about  improving  their  lending  records  in  our 
neighborhoods.  The  Mid-South  Peace  &  Justice  Center  has  challenged 
mergers  and  branch  openings  on  ten  occasions  in  the  past  nine  years  and  on 
two  occasions  we  have  successfully  blocked  the  expansion  plans  of 
institutions  whose  lending  behavior  was  improper.  We  have  entered  into 
written  agreements  with  some  of  these  institutions  and  we  continue  to  meet 
on  a  regular  basis  with  the  bankers  of  our  community.  We  also  produce 
written  reports  based  on  the  Home  Mortgage  Disclosure  data  of  our  local 
institutions. 
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The  National  Community  Reinvestment  Coalition  (NCRC)  is 
committed  to  improving  this  tool  for  communities  called  CRA.  We  have 
supported  President  Clinton's  efforts  to  "reform  CRA",  hundreds  of  our 
members  from  around  the  country  sent  in  their  comments  about  the  draft 
regulations  which  the  regulators  put  forward  late  last  year  and  we  intend  to 
follow  the  reform  process  closely  to  its  finish.  We  also  support  the 
expansion  of  CRA  or  CRA-type  legislation  to  the  mortgage  providers  who 
are  currently  not  covered  by  CRA.  As  others  will  no  doubt  point  out,  the 
face  of  mortgage  lending  has  changed  considerably  since  1977  when  CRA 
was  passed.  At  that  time  75%  of  all  mortgage  lending  was  done  by 
depository  financial  institutions  covered  by  CRA,  but  now  mortgage 
companies  alone  originate  more  mortgage  loans  than  depository  institutions 
do. 

During  the  17  years  that  CRA  has  been  in  existence  in  this  country 
we've  made  some  gains  in  developing  fairer  policies  and  practices  which 
have  helped  some  financial  institutions  overcome  their  institutional 
prejudices  and  begin  looking  objectively  at  how  best  to  make  the  low  to 
moderate  income  market  a  significant  part  of  their  company's  strategy. 
However,  because  the  non-CRA  regulated  mortgage  companies  have 
become  such  dominant  players  in  the  mortgage  business  we're  now  in 
danger  of  losing  some  of  these  gains.  To  state  the  matter  bluntly  we  are 
seeing  an  increasing  amount  of  competition  for  the  upper  and  middle 
income  market,  while  the  CRA-regulated  institutions  have  most  of  the  low- 
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to-moderate  income  market  to  themselves.  You  can  help  level  the  playing 
field  by  bringing  forward  legislation  which  encourages  all  mortgage 
originating  institutions  to  take  affirmative  action  to  meet  the  credit  needs  of 
low  and  moderate  income  neighborhoods. 

To  illustrate  the  problem  I  ask  you  to  look  at  the  current  situation  in 
Memphis  which  I'm  sure  is  mirrored  in  hundreds  of  similar  communities 
around  the  nation.  As  I  mentioned  the  Mid-South  Peace  &  Justice  Center 
has  researched  and  issued  reports  about  mortgage  lending  in  the  Memphis 
area  for  the  past  several  years.  This  research  shows  that  in  the  Memphis 
Metropolitan  Area  the  largest  CRA-regulated  institutions  originated  46% 
of  the  first  mortgage  loans  in  low  to  moderate  income  census  tracts  while 
originating  37%  of  the  loans  in  middle  to  upper  income  census  tracts. 
However,  the  largest  mortgage  institutions  not  covered  by  CRA  showed 
much  smaller  market  penetration  in  low  to  moderate  income 
neighborhoods.  These  institutions  originated  28%  of  the  first  mortgage 
loans  in  low  to  moderate  income  census  tracts  while  originating  47%  of  the 
loans  in  middle  to  upper  income  census  tracts.  A  clear  disparity  in  lending 
patterns  can  be  documented  on  the  basis  of  the  race  of  borrower  and  the 
predominant  race  of  the  neighborhood  as  well  and  is  illustrated  by  Table  1 
in  my  printed  testimony.  Additionally  there  is  a  racial  disparity  in  the 
outreach  efforts  of  these  institutions  with  29%  of  all  first  mortgage 
applications  to  CRA-regulated  institutions  coming  from  African  American 
borrowers  while  only  14%  of  all  first  mortgage  applications  to  non  CRA- 
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regulated  institutions  are  received  from  African  American  borrowers. 
(This  analysis  is  based  on  the  1992  Home  Mortgage  Disclosure  data  of 
those  institutions  which  originated  more  than  100  first  mortgage  loans.) 

If  you  look  at  the  data  of  the  individual  banks,  S&Ls  and  mortgage 
companies  what  you  see  with  very  few  exceptions  is  that  the  CRA-regulated 
institutions  have  a  higher  market  share  in  low  to  moderate  income  tracts 
than  they  do  in  middle  and  upper  income  tracts  while  the  mortgage 
companies  have  the  exact  reverse  situation.  This  is  illustrated  on  Table  2  of 
the  printed  testimony.  Once  again,  although  I  have  not  included  tables 
showing  this  in  this  testimony  you  can  also  look  at  market  share  for  race  of 
borrower,  income  of  borrower,  majority  race  of  census  tract  and  see  the 
exact  same  pattern.  In  Memphis,  at  least,  there  is  a  clear  difference  in  how 
much  CRA-regulated  institutions  are  doing  with  low  to  moderate  income 
and  African  American  borrowers  and  in  low-to  moderate  income  and 
majority  African  American  census  tracts  than  their  non-CRA  regulated 
mortgage  company  counterparts. 

The  same  general  pattern  holds  true  for  refinancing  loans  as  well, 
although,  the  banks  in  our  city  have  had  considerable  difficulty  in  learning 
how  to  address  the  low  to  moderate  income  refinancing  market. 

In  studying  HMDA  data  and  the  mortgage  lending  behavior  of 
Memphis  institutions  for  the  last  nine  years,  I've  often  been  struck  by 
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differences  in  how  the  banks  and  the  mortgage  companies  behave.  One  of 
the  things  that  has  struck  me  in  looking  at  the  differences  in  the  behavior  of 
mortgage  companies  and  the  CRA-regulated  financial  institutions  is  the 
significant  difference  in  who  they  sell  their  loans  to.  In  1992  in  the 
Memphis  MSA  the  largest  mortgage  companies  (those  with  more  than  100 
first  mortgage  originations  in  1992)  sent  55%  of  the  loans  they  sold  to  the 
Government-sponsored  secondary  market,  Fannie  Mae,  Ginny  Mae  and 
Freddie  Mac  (4,483  out  of  9,373  loans),  while  the  largest  CRA-regulated 
institutions  sent  a  much  smaller  percentage  (19%  or  1,542  out  of  5,782)  to 
these  three  agencies.  These  numbers  as  they  are  detailed  in  Table  3  of  this 
testimony  illustrate  that  government-sponsored  enterprises 
disproportionately  provide  an  outlet  for  the  loans  of  our  Memphis-based 
mortgage  companies  even  though  those  companies  provide  relatively  less 
service  to  the  low  and  moderate  income  neighborhoods  of  our  city. 

The  idea  that  the  Federal  Government  has  an  interest  in  encouraging 
mortgage  originating  institutions  to  provide  services  to  low  to  moderate 
income  neighborhoods  has  been  well  established  in  the  Community 
Reinvestment  Act  of  1977  and  has  been  reaffirmed  on  any  number  of 
occasions  by  Congress  as  they  have  considered  amendments  to  CRA. 

CRA  was  founded  on  the  idea  that  depository  institutions  receive 
various  forms  of  government  subsidy  and  protection  such  as  deposit 
insurance  and  that  there  is  a  clear  federal  interest  in  insuring  that  these 
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credit  providing  institutions  which  receive  government  benefits  have  a  duty 
to  provide  equal  access  to  credit  all  the  citizens  of  our  communities 
regardless  of  income,  gender  or  ethnicity. 

No  less  than  depository  financial  institutions,  the  mortgage 
companies  of  this  country  derive  great  private  benefit  from  various  federal 
government  activities.  I  believe  that  it  is  fair  to  say  that  without  the  past 
and  current  support  and  activity  of  the  Federal  government  the  mortgage 
companies  of  America  would  either  not  exist  or  would  be  but  a  shadow  of 
their  current  self. 

The  government-sponsored  enterprises  have  provided  them  with  a 
secondary  market,  the  mortgage  interest  tax  deduction  disproportionately 
subsidizes  the  upper  income  end  of  the  mortgage  market  and  the  companies 
which  service  that  market,  the  FHA  program  provides  guaranties  for  some 
of  their  loans.  They  are  awash  in  government  benefits  and  it  is  high  time 
for  the  government  to  ask  that  they  operate  fairly  and  without 
discrimination  in  return. 

When  my  organization  first  started  monitoring  the  HMDA  reports  of 
Memphis  financial  institutions  in  1986  the  four  largest  financial  institutions 
in  our  city  loaned  just  over  4%  of  their  total  mortgage  lending  into 
majority  African  American  census  tracts.  In  1993  that  figure  stood  at 
7.4%.  While  that  increase  is  small  and  not  nearly  enough  for  a  city  which 
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is  half  African  American  it  represented  nearly  an  additional  $100  million 
dollars  in  lending  for  those  census  tracts  over  the  course  of  those  seven 
years  by  just  those  four  banks. 

CRA  isn't  magic.  It  has  taken  a  lot  of  hard  work  by  community 
groups  meeting  with  financial  institutions  and  working  through  the  policies 
and  practices  which  have  a  disparate  impact  on  low  to  moderate  income 
neighborhoods  and  African  American  neighborhoods.  Give  us  a  tool  like 
that  to  work  with  mortgage  companies  and  we  can  do  twice  as  much  good. 

When  we  first  started  working  with  the  banks  many  of  them  had 
underwriting  standards  which  allowed  rejection  of  loans  because  the 
neighborhood  was  "in  incipient  decline."  They  refused  to  make  first 
mortgage  loans  under  $40,000.  They  had  virtually  no  black  loan 
originators,  processors  or  underwriters,  no  black  appraisers.  They  had  a 
serious  cookie  cutter  mentality  when  it  came  to  evaluating  credit  reports 
and  evaluating  sources  of  income.  They  seldom  deviated  from  very 
conservative  debt-to-income  ratios  even  though  many  low  to  moderate 
income  people  spend  more  than  50%  of  their  income  for  rental  housing  for 
years  with  a  good  payment  history.  None  of  them  had  compensation 
schedules  for  loan  originators  designed  to  encourage  them  to  pay  as  much 
attention  to  lower  income  applications  as  they  did  to  upper  income 
applications.  Over  the  course  of  nine  years  of  work  this  has  gradually 
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changed  and  the  smartest  banks  are  finding  that  they  can  make  money  on 
the  low  income  market. 

I'm  convinced  the  mortgage  companies  can  be  similarly  convinced, 
but  it  will  take  a  tool  like  the  Community  Reinvestment  Act  (albeit  with 
different  enforcement  mechanisms)  to  convince  them.  I  urge  this 
committee  to  expand  and  improve  on  some  of  the  legislative  ideas  which 
have  been  brought  forward,  such  as  Congresswoman  Waters'  Community 
Reinvestment  Reform  Act.  If  you  can  get  legislation  like  that  passed  by 
Congress  it  will  literally  mean  billions  of  dollars  of  new  investment  in  the 
housing  stock  of  the  low  to  moderate  income  neighborhoods  of  America. 

Thank  you. 
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TABLE   1. 


Non-CRA  Regulated  Mortgage  Companies  Market  Capture  in 
Memphis  By  Race  of  Applicant,  Majority  Race  of  Census  Tract  and 

Income  Level  of  Census  Tract  (First  Mortgage  Loans:  1992  HMDA) 

(Mortgage  Companies  with  greater  than  100  originations  in  the  Memphis  MSA  in  1992) 


Race  ol 

:  Applicant 

Census  Tract  Characteristics 

Census  Tract  Income 

Black 

White 

Majority 

Majority 

Low-to-Mod 

Middle/Upper 

Appl. 

Appl. 

Black  Tract 

White  Tract 

Income  Tract 

Income 

Community  Mortgage 

140 

1158 

110 

1494 

75 

1529 

Bartlett  Mortgage 

80 

653 

55 

696 

42 

706 

Norwest  Mortgage 

33 

293 

11 

321 

6 

326 

Real  Estate  Financing 

39 

221 

22 

243 

13 

252 

Temple  Inland 

27 

156 

13 

174 

7 

180 

Pulaski 

114 

452 

83 

464 

73 

474 

Great  Western 

28 

74 

10 

98 

8 

100 

National  Mortgage 

96 

904 

89 

901 

71 

919 

Countrywide 

38 

98 

22 

133 

8 

146 

Source  One  Mortgage 

3 

130 

3 

130 

2 

131 

Totals  of  large 

598 

4139 

418 

4651 

305 

4763 

mortgage  companies 

Aggregate  totals  of  all 

1746 

8796 

1248 

9985 

1075 

10158 

HMDA  reporters 

Large  mortgage 

34% 

47% 

33% 

47% 

28% 

47% 

companies  share  of 

aggregate  Memphis 

MSA  market 
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TABLE  2. 

Low  to  Moderate  Income  Market  Share  as  a  Percentage  of 
Middle  and  Upper  Income  Market  Share  in  the  Memphis  MSA 
Based  on  1992  HMDA  Institutions  With  More  Than  100  Originations 


NationsBank 

First  Tennessee 

First  Commercial 

Union  Planters 

Pulaski  Mortgage 

Leader  Federal 

National  Bank  of  Commerce 

First  Federal 

Great  Western 

National  Mortgage 

Bartlett  Mortgage 

Countrywide 

Real  Estate  Financing 

Community  Mortgage 

Temple  Inland/Lumbermens 

Financial  Fed.  SB 

Norwest  Mortg. 

SourceOne  Mortgage 

Crye-Leike 

Humphries&Associates 


FHA&VA 

Conventional 

Total  First 

Type  of  Inst. 

30.16% 

285.96% 

179.99% 

Bank 

203.61% 

59.86% 

163.60% 

Bank 

166.68% 

34.30% 

159.65% 

Bank 

91.17% 

233.73% 

158.79% 

Bank 

137.17% 

78.40% 

145.53% 

Mortgage 

169.27% 

28.94% 

104.41% 

Savings  Bank 

128.61% 

51.98% 

99.07% 

Bank 

112.01% 

54.88% 

95.13% 

Bank 

No  loans 

95.12% 

75.59% 

Mortgage 

72.55% 

63.28% 

73.00% 

Mortgage 

62.80% 

24.36% 

56.21% 

Mortgage 

55.44% 

25.30% 

51.78% 

Mortgage 

75.39% 

24.10% 

48.75% 

Mortgage 

42.21% 

50.75% 

46.35% 

Mortgage 

49.01% 

0.00% 

36.75% 

Mortgage 

16.17% 

21.70% 

17.83% 

Savings  Bank 

24.25% 

0.00% 

17.39% 

Mortgage 

24.50% 

12.01% 

14.43% 

Mortgage 

1992  HMDA 

is  missing 

Mortgage 

1992  HMDA 

is  missing 

Mortgage 
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TABLE  3 

NON-CRA  REGULATED  MORTGAGE  COMPANIES  (100+  First 

Mortgages) 

1992  HMDA 

FNMA  GNMA  FHLMC 

#  sold      %  of  all     #  sold      %  of  all     #  sold       %  of  all 
to         sold  to         sold  to        sold 


Low/Mod 
Tract 

82 

14.4% 

218 

38.2% 

2 

0.4% 

Middle  Income 
Tract 

259 

10.2% 

916 

36.2% 

•   47 

1.9% 

Upper  Income 
Tract 

1468 

23.4% 

1075 

17.1% 

416 

6.6% 

All  Tracts 

1809 

19.3% 

2209 

23.6% 

465 

5.0% 

4483  loans  out  of  a  total  of  9373  loans  sold  (or  54.5%)  went  to  these  three  agencies. 


CRA-REGULATED  FINANCIAL  INSTITUTIONS     (100+  First  Mortgages) 
1992  HMDA 

FNMA  GNMA  FHLMC 

#  sold      %  of  all     #  sold     %  of  all     #  sold       %  of  all 
to         sold  to        sold  to        sold 


Low/Mod 
Tract 

20 

5.5% 

102 

28.1% 

3 

0.8% 

Middle  Income 
Tract 

104 

9.0% 

313 

27.0% 

23 

2.0% 

Upper  Income 
Tract 

562 

13.2% 

269 

6.3% 

146 

3.4% 

All  Tracts 

686 

11.9% 

684 

11.8% 

172 

3.0% 

1542  loans  out  of  a  total  of  5782  loans  sold  (or  18.7%)  went  to  these  three  agencies. 
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Statement  of  Calvin  Bradford 
Hearing  on  the  Community  Reinvestment  Practices  of  Mortgage  Banks 

September  28,  1994 

Subcommittee  on  Consumer  Credit  and  Insurance 

of  the 

House  Banking,  Finance  &  Urban  Affairs  Committee 


Thank  you  Mr.  Chairman.  I  have  a  feeling  that  today  marks  one  of  the  significant 
moments  in  the  fight  to  end  lending  discrimination.  I  have  spent  half  of  my  Hfe  (25  years) 
working  on  the  problem  of  lending  discrimination.  Today  you  have  called  this  hearing  to  focus 
on  the  role  and  responsibility  of  mortgage  companies  in  the  patterns  of  disinvestment  and 
discrimination  in  our  nation's  housing  markets.  Discrimination  in  mortgage  lending  has  been 
in  the  public  eye  for  the  past  several  years.  But,  the  discussion  -  and  legislation  -  has  focused 
largely  on  the  role  of  depository  institutions.  The  issues  of  reinvestment  and  discrimination  have 
too  often  been  merged  in  ways  that  have  obscured  basic  changes  in  our  nation's  mortgage 
market.  While  we  have  moved  to  a  point  of  restructuring  the  entire  community  reinvestment 
policy  field,  we  have  often  failed  to  recognize  that  these  measures  have  little  or  no  impact  on 
the  mortgage  banking  and  mortgage  brokerage  industries  that  have  grown  to  control  more  than 
half  of  all  the  home  lending  in  the  country.  As  is  characteristic  of  the  energy  and  initiative  of 
this  subcommittee,  Mr.  Chairman,  you  have  moved  to  consider  the  role  and  responsibilities  of 
the  industry  that  now  controls  home  lending  in  America. 

For  over  two  decades,  the  National  People's  Action  has  been  leading  the  fight  for 
reinvestment.  Its  chairperson  since  it  was  founded  in  1972  has  been  Gale  Cincotta.  The 
organization  was  formed  out  of- the  responses  of  135  community  organizations  from  35  states 
who  came  together  to  mount  a  national  campaign  against  disinvestment  and  discrimination  in 
lending.  The  day  after  Ms.  Cincotta  was  elected  as  the  president  of  the  newly  founded 
organization,  she  testified  before  Congress  on  the  FHA  scandals  that  had  produced  tens  of 
thousands  of  foreclosures  and  had  ravaged  inner-city  communities.  The  focus  of  her  testimony 
was  the  abuse  of  FHA  and  the  exploitation  of  racial  change  by  the  mortgage  banking  industry. 
FHA  reforms,  the  Home  Mortgage  Disclosure  Act,  and  the  Community  Reinvestment  Act  all 
emerged  as  part  of  the  legislative  agenda  that  began  with  her  testimony  about  the  role  and 
responsibility  of  the  mortgage  banking  industry  in  disinvestment  and  discrimination  in  1972. 

Today,  with  these  hearings,  you  come  full  circle.  The  past  abuses  of  this  industry  were 
the  catalyst  that  forged  the  reinvestment  movement.  Over  the  years  as  the  reinvestment 
movement  has  grown,  the  mortgage  banking  industry's  role  in  home  lending  has  both  changed 
and  grown.  A  clear  and  comprehensive  focus  on  the  actions  of  the  mortgage  banking  industry 
can  help  us  to  eliminate  the  forces  of  housing  discrimination  and  disinvestment  in  our 
communities. 
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Public  intervention  in  the  regulation  of  the  home  lending  segments  of  the  mortgage 
banking  industry  requires  the  consideration  of  four  questions: 

1.  Is  the  role  and  scale  of  the  mortgage  banking  industry  in  home  lading  such  that 
its  impacts  are  a  concern  for  public  policy? 

2.  Is  there  a  basis  to  presume  that  the  industry  has  obligations  to  serve  the  public 
purpose  of  fair  lending  and  reinvestment? 

3.  Are  there  points  of  leverage  where  regulation  can  be  effectively  applied  to  the 
industry? 

4.  What  forms  might  the  regulation  assume? 

In  summary,  the  answers  to  these  questions  are  that  the  mortgage  banking  industry  plays 
a  critical  role  in  fair  access  to  housing  and  in  both  disinvestment  and  reinvestment.  Several 
federal  statutes  and  the  dependency  of  the  mortgage  banking  industry  on  government  sponsored 
enterprises  and/or  government  insurance  programs  place  responsibilities  on  this  industry  to  meet 
national  fair  lending  and  reinvestment  goals.  The  same  dependence  of  the  mortgage  banking 
industry  on  government  insurance  and  secondary  mortgage  market  institutions  provides  key 
leverage  to  change  lending  behavior.  Finally,  there  are  several  formats  that  can  be  used  to 
define  lending  goals  and  enforce  lending  requirements.  Each  of  these  issues  can  be  taken  in 
turn,  after  a  short  review  of  the  role  of  mortgage  bankers  in  creating  the  racially  segregated 
housing  finance  markets  that  presently  exist. 


Mortgage  Bankers,  The  Dual  Housing  Finance  Market, 

and 
The  Rapid  Resegregation  Syndrome1 


As  a  result  of  the  discrimination  that  has  been  incorporated  into  the  very  principles  and 
values  of  the  real  estate  markets,  minorities  and  people  in  minority  or  transitional  communities  - 
or  even  near  communities  of  racial  transition  -  have  suffered  from  discrimination  in  lending. 
Historically,  both  FHA  and  the  conventional  markets  redlined  against  such  communities. 

After  the  urban  riots  of  the  1960s,  discrimination  in  housing  became  a  major  concern  in 
federal  policy.  This  resulted  in  the  passing  of  the  Fair  Housing  Act  of  1968.  But  in  terms  of 
actual  federal  policy  toward  lending  discrimination,  the  government  did  little  to  reverse 
discrimination  by  conventional,  depository  institutions.  Instead,  it  intervened  by  changing  FHA 
(and  consequently  VA)  policies  radically. 
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The  FHA  and  the  Cycle  of  Decline 

FHA  literally  reversed  its  redlining  practices  and  inundated  minority  and  transitional 
communities  with  FHA  lending.  This  did  create  access  for  minorities  in  the  housing  markets. 
But,  it  had  three  fatal  flaws  that  eventually  rendered  this  a  policy  for  the  destruction  of  minority 
and  racially  diverse  communities  in  a  process  of  wholesale  exploitation  through  massive  and 
rapid  resegregation. 

Conventional  lenders  seldom  used  FHA/VA  lending.  FHA/VA  lending  was  the  specialty 
of  mortgage  bankers  and  brokers  who  made,  and  still  make,  about  75%  of  all  such  gevemment 
loans.  Mortgage  companies  specialized  in  these  loans  because  the  Federal  Government  insurance 
and  guarantees  made  them  easily  salable  in  the  secondary  markets.  Mortgage  bankers  and 
brokers  do  not  hold  loans.  They  make  loans  from  commercial  lines  of  credit  or  acting  as 
investors  for  others.  Once  the  loan  is  made,  it  is  sold  or  transformed  into  a  pool  of  mortgage- 
backed  securities.  The  mortgage  banking  industry  makes  money  on  the  fees  for  closing  loans. 
This  is  the  sole  source  of  income  for  mortgage  brokers.  Mortgage  bankers  -  or  mortgage  banks 
-  typically  both  originate  loans  for  sale  and  service  the  loans  once  they  are  made.  The  major 
source  of  income  for  the  mortgage  banking  industry  is  in  the  fees  paid  to  mortgage  bankers  by 
the  ultimate  investors  in  the  loans  for  collecting  monthly  payments  and  managing  the  loans  - 
including  handling  the  process  of  foreclosure. 

In  order  to  make  large  profits,  mortgage  bankers  must  generate  a  large  portfolio  of  loans. 
Thus,  they  seek  out  markets  where  they  can  expect  to  generate  large  numbers  of  loans. 
Historically,  before  the  1960s,  mortgage  bankers  concentrated  on  new  developments  where  home 
sales  were  concentrated  geographically.  One  should  note  that  these  new  developments  provided 
the  growth  of  affordable  housing  that  allowed  whites  to  flee  the  central  cities  and  move  into 
segregated  suburban  areas.  But,  when  FHA  changed  its  policies,  mortgage  bankers  found  that 
they  could  team  up  with  real  estate  companies  that  were  engaged  in  panic  peddling  and  racial 
change  and  generate  huge  numbers  of  loans  in  existing  neighborhoods  as  whites  were  scared  out 
and  the  African-American  market  was  exploited  by  steering  minority  home-buyers  into 
concentrated  areas  of  racial  change.  This  made  the  threats  of  racial  change  a  self-fulfilling 
prophecy  -  further  accelerating  racial  change  and  segregation  and  increasing  loan  volumes  for 
the  mortgage  banking  industry. 

Because  these  loans  were  completely  insured,  neither  the  mortgage  companies  that 
originated  them  nor  the  investor  that  purchased  them  cared  much  about  the  soundness  of  the 
loans.  To  make  matters  worse,  in  August  of  1968,  the  FHA  Commissioner  issued  the  infamous 
"Brownstein"  memo,  that  ordered  FHA  offices  to  insure  any  property  that  did  not  immediately 
threaten  the  physical  health  of  the  inhabitants.2  This  opened  the  floodgates  to  massive  fraud, 
abuse  and  scandal  in  the  underwriting  of  FHA  loans. 

Even  without  these  abuses  and  scandals,  the  concentration  of  FHA  lending  in 
communities  with  lower  incomes  and  older  housing  insured  higher  foreclosure  rates  among  new 
and  unwary  home  buyers.   By  their  very  nature,  FHA  and  VA  loans  are  high  risk  loans.   With 
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their  very  low  downpayments  and  liberal  credit  underwriting  policies,  FHA  and  VA  leave  many 
homebuyers  with  few  financial  resources.  Policies  on  downpayments  and  the  financing  of  some 
closing  costs  often  allowed  people  to  borrow  more  than  the  value  of  the  house.  In  newer  homes 
this  is  not  such  a  critical  problem.  In  the  initial  years,  all  the  systems  of  the  home  are  new  and 
do  not  need  major  repairs.  Over  time,  increasing  property  values  provide  new  equity  against 
which  one  can  borrow  for  major  expenses.  In  a  short  time,  one  could  sell  the  home  for  enough 
to  pay  off  the  loan,  if  necessary. 

But  in  older  areas  where  the  homes  often  need  major  repairs  soon  after  they  are 
purchased,  the  liberal  financing  leaves  homeowners  without  the  resources  to  meet  their  needs. 
Property  values  do  not  rise  rapidly  in  these  areas  and  there  is  no  new  equity  to  borrow  against. 
To  make  matters  worse,  FHA  practices  often  allow  buyers  to  finance  amounts  larger  than  the 
value  of  the  home,  leaving  people  with  negative  equity  to  begin  with.  Without  pre-purchase  or 
default  counseling  after  people  get  in  trouble,  thousands  of  people  find  themselves  in  foreclosure. 
This  is  compounded  by  the  practices  of  mortgage  companies  that  file  for  foreclosure  as  soon  as 
possible  to  avoid  servicing  costs  and  to  get  the  insurance  proceeds.  HUD's  policy  of  requiring 
foreclosed  properties  to  be  conveyed  to  HUD  vacant  transforms  each  foreclosure  into  an 
abandoned  building.  Finally,  HUD's  inept  process  of  property  disposition  turned  concentrations 
of  inner-city  foreclosures  into  spreading  blight. 

The  result  of  these  policies  and  practices  has  been  massive  exploitation  of  racial  change. 
With  the  government  taking  almost  all  the  loan  losses  and  the  communities  suffering  all  the 
devastation,  real  estate  agents  team  up  with  mortgage  companies  to  reap  huge  profits  from 
accelerating  racial  change  through  the  FHA/VA  policies.  After  racial  change  has  taken  place, 
the  minority  neighborhoods  are  still  left  in  the  hands  of  FHA  lenders,  as  conventional  lenders 
withdrew  when  racial  change  began.  Where  FHA  policies  have  introduced  blight,  these 
conditions  further  discourage  conventional  lenders  from  returning  to  these  communities. 

The  process  of  rapid  racial  resegregation  through  the  dual  housing  finance  market  was 
first  identified  by  the  anti-redlining  movement  of  the  1970s,  led  by  the  National  People's  Action. 
It  was  based  on  personal  observation  and  the  experiences  of  neighborhood  organizations.  Rising 
housing  prices  on  both  coasts  have  placed  many  markets  beyond  the  limits  of  FHA  financing  in 
the  past  decade.  But,  in  the  late  1960s  and  early  1970s,  this  was  not  the  case.  While  we  often 
think  of  the  anti-redlining  movement  developing  from  the  FHA  scandals  in  Chicago,  Cleveland, 
and  Detroit,  the  early  studies  of  redlining  and  the  base  for  much  of  the  national  organizing  came 
from  places  like  Boston,  Baltimore,  and  Philadelphia  as  well. 

By  1973,  the  year  after  the  National  People's  Action  was  founded,  Brian  Boyer  wrote 
the  book  Cities  Destroyed  for  CojA3,  which  traced  the  role  of  FHA  in  neighborhood  change  and 
racial  exploitation  from  the  FHA  inventory  of  almost  30,000  homes  in  Detroit  to  cities  all  across 
the  country.  In  some  cities  like  Detroit,  Chicago  or  Cleveland,  the  devastation  of  FHA  dealt 
a  lethal  blow  to  entire  communities  and  undermined  the  vitality  and  viability  of  the  whole  city. 
In  other  places,  FHA  abuses  were  limited  to  particular  neighborhoods.  But  when  Boyer 
collected  the  minority  FHA  communities  created  by  FHA  into  a  single  mythical  city  (Romney 
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City),  he  concluded  that  it  had  350,000  houses  (about  half  of  them  already  boarded  up)  and  a 
population  of  1 ,400,000  -  equal  to  the  sixth  largest  city  in  the  United  States. 

When  the  original  hearings  on  the  Home  Mortgage  Disclosure  Act  were  held  in  the 
Senate  in  197S,  the  community  groups  that  testified  brought  with  them  many  studies  of  the  dual 
housing  finance  market.  This  market  provides  all  forms  of  lending  by  all  lenders  to  white 
communities  and  little  lending  -  or  lending  by  FHA  through  mortgage  companies  -  to  minority 
communities.4  A  summary  of  three  of  the  studies  presented  at  these  hearings  shows  how  clearly 
they  defined  the  dual  housing  market  operated  fundamentally  through  mortgage  companies. 

A  1973  study  by  the  Home  Ownership  Development  Program  of  Baltimore  provided  the 
first  intensive  study  of  an  entire  city's  mortgage  lending  records  and  provided  the  first 
classifications  of  different  mortgage  markets  for  different  communities  defined  by  race  and  class. 
The  study  used  legal  records  to  track  all  home  sales  from  1970-1972.5  There  was  a  point  at 
which  income  did  begin  to  overcome  the  effects  of  race.  But,  the  overwhelming  pattern  was  that 
the  poorer  and  more  heavily  minority  the  community,  the  less  conventional  lending,  until  some 
communities  had  almost  no  lending  at  all  by  any  type  of  institutional  lenders. 

Not  only  did  the  levels  of  conventional  lending  decline  as  the  minority  population  rose, 
but  the  predominant  lender  switched  from  depository  institutions  to  mortgage  companies.  The 
1973  study  of  two  comparable  communities  by  the  Northwest  Community  Housing  Association 
in  Philadelphia  provided  the  first  empirical  comparison  of  the  switch  from  conventional  to 
FHA/VA  -  and  from  banking  to  mortgage  banking  -  forms  of  lending  as  racial  change 
occurred.6  This  study  compared  two  communities  that  were  similar  in  housing  stock  and  social 
characteristics  in  1960.  By  1970,  one  of  the  communities  had  changed  racially.  By  using  a  real 
estate  directory  to  track  all  the  home  sales  and  mortgages  between  1960  and  1972,  the  study 
found  a  dramatic  shift  from  conventional  lending  to  FHA  lending  and  a  shift  from  conventional 
lenders  to  mortgage  companies.  This  change  was  not  accounted  for  by  income  changes  because 
as  the  one  area  became  black,  the  income  and  educational  levels  of  the  residents  increased. 

Gale  Cincotta  submitted  summaries  of  a  study  by  Judith  Feins  that  used  five  communities 
in  Chicago.  She  engaged  in  an  intensive  study  of  matched  communities.  There  were  two  sets 
of  communities  matched  on  socioeconomic  and  housing  characteristics.  There  was  one  pair  that 
was  essentially  blue  collar  and  one  that  was  white  collar.  In  each  pair,  one  community  changed 
racially  over  the  study  period  and  one  remained  white.  She  traced  the  histories  of  500  sample 
properties  in  each  community  from  1950-1974.'7  She  identified  both  massive  increases  in  the 
volume  of  sales  and  the  switch  to  FHA  lenders  and  mortgage  companies  as  racial  change 
occurred.  By  using  hospital  usage  and  school  attendance  data,  she  was  able  to  locate  the  time 
of  racial  change.  This  point  of  change  was  associated  with  dramatic  increases  of  FHA/VA 
lending  and  dramatic  decreases  in  conventional  lending  in  all  the  areas  that  went  through  racial 
change.  Later  data  revealed  that  one  blue  collar  community  presumed  to  be  white  was  actually 
beginning  a  change  to  a  heavily  Hispanic  community  at  the  end  of  the  study  period,  when  this 
community  also  experienced  a  rise  in  FHA/VA  lending.  This  was  one  of  the  first  studies  to  link 
the  FHA  resegregation  syndrome  with  Hispanic  neighborhood  change.  Feins  documented  clearly 
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the  massive  inundation  of  racially  changing  areas  with  FHA  lending  -  and  documented  the 
withdrawal  of  conventional  credit  and  the  influx  of  FHA/VA  associated  with  the  anticipation  of 
racial  change. 

At  about  the  same  time  as  the  1975  HMDA  hearings,  I  engaged  in  my  own  study  of  the 
patterns  of  FHA  lending  with  Leonard  Rubinowitz  and  James  McGowan.  We  collected  data 
from  all  FHA  loan  commitments  made  during  a  six-week  period  in  the  spring  of  1975  in  the 
Chicago  area.8  This  study  of  FHA  firm  commitments  defined  the  patterns  of  FHA  lending  as 
linked  to  specific  racial  communities  and  to  specific  ties  between  mortgage  banking  companies 
and  real  estate  brokers.  This  is  the  first  time  a  study  was  done  that  had  data  to  link  individual 
lenders  and  real  estate  brokers.  The  study  showed  how  a  few  realtors  and  a  few  mortgage 
companies  account  for  the  majority  of  all  FHA  loans  in  racially  changing  areas.  The  study  also 
showed  how  FHA  loans  were  concentrated  first  in  areas  of  racial  change  and  then  in  existing 
minority  areas.  While  the  city  of  Chicago  was  predominantly  white,  over  95%  of  the  FHA 
commitments  in  Chicago  were  made  to  minorities. 

In  a  later  study,  one  community  organization  obtained  records  for  all  FHA  loans  in  an 
18  square  mile  area  of  the  racially  changing  southwest  side  of  Chicago  between  1974  and  1977.9 
Printouts  of  these  data  by  street  address  showed  how  many  blocks  were  completely  turned  over 
by  FHA  loans  in  a  matter  of  months.  Printouts  by  time  period  showed  how  the  exploitation  of 
racial  fears  by  FHA  lenders  and  realtors  created  rapid  change  that  moved  in  a  wave  toward 
adjoining  communities.  While  the  mortgage  market  in  the  Chicago  area  at  the  time  was 
dominated  by  savings  institutions,  the  vast  majority  of  all  the  FHA  loans  were  made  through 
mortgage  companies. 

By  1977,  all  of  these  studies  were  drawn  together  along  with  research  on  mortgage 
lending  risks  and  the  legal  and  regulatory  background  in  the  HUD  publication  Redlining  and 
Disinvestment  as  a  Discriminatory  Practice  in  Residential  Mortgage  Loans.10  In  1979,  this 
process  was  again  elaborated  upon  and  documented  in  the  report  of  the  National  Commission 
on  Neighborhoods."  Both  of  these  documents  define  the  roles  of  various  members  of  the  real 
estate  industries  in  racial  change.  Both  provide  support  to  the  profile  of  resegregation 
accompanied  by  a  change  from  conventional  lending  by  depository  institutions  to  government 
supported  lending  through  mortgage  companies. 

Along  with  the  careless  use  of  FHA  lending,  mortgage  companies  were  attacked  for 
engaging  in  fast  foreclosure  when  FHA  borrowers  fell  behind  in  their  payments.  Legal 
assistance  attorneys  in  Chicago  and  Philadelphia  finally  sued  both  the  FHA  and  selected 
mortgage  companies.12  This  case  resulted  in  the  creation  of  the  Mortgage  Assignment  Program 
that  requires  HUD  to  provide  forbearance  and  even  restructure  mortgages  for  borrowers  in 
default  that  meet  certain  qualification  standards. 

A  public  interest  law  firm  and  a  major  fair  housing  group  in  Chicago  sued  HUD  and  the 
Veterans  Administration  for  allowing  their  programs  to  be  used  to  facilitate  racial  resegregation 
and  neighborhood  decline.    Settlements  and  rulings  by  the  court  eventually  left  only  a  suit 
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against  the  Veterans  Administration.  I  was  fortunate  enough  to  engage  in  the  first  empirical 
study  using  both  individual  FHA  and  VA  data  in  a  report  for  the  plaintiffs  (Jorman.  et  al.  v.  the 
Veterans  Administration,  et  al.t  in  1984."  This  study  for  the  Jorman  suit  in  the  Marquette 
Park  community  of  Chicago  replicated  the  FH  A  firm  commitments  study  with  VA  data  to  show 
the  same  process  linking  mortgage  bankers  and  selected  real  estate  sale  companies  in  the 
exploitation  of  racial  change.  This  study  formally  defines  the  elements  of  the  racial 
resegregation  syndrome  as  supported  by  this,  and  many  other  cases  of,  empirical  research. 

1.  Unusual  and  sudden  rapid  increases  in  the  rates  of  home  sales  in  these 
communities; 

2.  Close  relationships  between  a  small  number  of  real  estate  agents  and  mortgage 
companies  doing  a  high  volume  of  activity  with  each  other; 

3.  An  initial  withdrawal  by  depository  institutions  and  a  change  to  a  mortgage 
lending  market  dominated  by  mortgage  companies;  and 

4.  An    extreme    concentration    of    FHA/VA    lending    in    racially    changing 
neighborhoods. 

The  Present  Market  -  Old  Patterns  Persist 

These  are  some  of  the  major  studies  that  have  formed  the  basis  of  the  methodology  and 
theory  now  commonly  used  in  redlining  and  mortgage  discrimination  research  and  policy 
analysis.  The  use  of  comparable  white,  minority  and  racially  changing  communities,  the  tracing 
of  FHA/VA  and  conventional  patterns,  the  analysis  of  the  high  rates  of  sales,  and  the 
concentration  of  lending  in  a  few  institutions  and  a  few  real  estate  firms  using  FHA/VA  loans 
have  become  basic  practices  in  defining  and  tracking  the  dual  housing  finance  markets.  Scores 
of  community  organizations,  the  academic  researchers  most  active  in  the  field,  and  many  of  the 
news  media  that  have  investigated  mortgage  lending  have  all  used  methods  and  techniques  based 
on  one  or  more  of  these  early  studies. 

While  most  recent  studies  have  concentrated  on  the  lending  patterns  of  depository 
institutions,  those  efforts  that  have  reviewed  mortgage  companies  as  well  have  shown  us  that  the 
traditional  patterns  of  redlining  still  persist.14  In  1993,  Essential  Information  made  an  extensive 
and  creative  study  of  HMDA  data  for  1990  and  1991.  Using  sophisticated  mapping  programs, 
they  examined  the  market  patterns  of  scores  of  lenders  across  the  country  and  then  published  a 
report  defining  the  patterns  of  the  best  case  and  worst  case  lenders.  Of  the  62  lenders  they 
defined  as  having  the  worst  marketing  profiles  in  terms  of  serving  minority  areas,  40  of  these 
lenders  were  mortgage  companies.15  Most  recently,  the  Wall  Street  Journal  picked  up  on  this 
theme  and  made  its  own  analysis  of  the  1992  HMDA  data.  The  article  noted  how  mortgage 
companies  often  marketed  to  particular  upscale  and  suburban  markets,  thus  failing  to  serve  most 
minority  areas  and  individuals.14  The  article  also  touched  on  the  use  of  FHA  and  the  problems 
in  FHA  lending. 
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Chicago  has  been  the  scene  of  the  most  intensive  mortgage  lending  studies.  It  represents 
a  large  and  both  economically  and  racially  diverse  range  of  communities.  It  also  has  a  large 
range  of  all  types  of  mortgage  lenders  and  mortgage  products  active  in  the  market.  I  am 
presently  conducting  a  study  of  the  impacts  of  FHA  single-family  programs  on  racial  change  and 
the  viability  of  minority  and  diverse  neighborhoods  for  the  Chicago  Area  Fair  Housing  Alliance. 
I  will  use  some  information  from  that  analysis  and  other  recent  studies  of  the  market  in  Chicago 
to  illustrate  the  issues  related  to  the  present  lending  patterns  of  mortgage  bankers.  But,  you  will 
find  that  the  patterns  found  in  Chicago  are  reflected  in  many  other  cities  -  and  in  these  most 
recent  studies. 

The  National  People's  Action  is  responsible  for  a  provision  of  the  Affordable  Housing 
Act  that  requires  HUD  to  release  FHA  foreclosure  data  by  census  tract  and  lender.  These  data 
are  now  being  analyzed  in  several  communities  across  the  nation  under  the  FHA  Foreclosure 
Abatement  Project  of  the  National  Training  and  Information  Center  (NTIC).  They  reveal 
precisely  the  patterns  that  community  groups  have  tried  to  explain  to  public  officials  for  years. 
Preliminary  results  reveal  that  in  several  minority  and  racially  changing  communities  in  the 
Chicago  area,  for  example,  the  levels  of  defaults  and  foreclosures  themselves  are  at  epidemic 
levels.  The  study  combines  all  FHA  lending  over  the  period  from  January  of  1986  through 
September  of  1991.  (Recent  studies  of  FHA  loan  losses  by  Price  Waterhouse  reveal  that  these 
loans  are  still  young,  with  their  highest  levels  of  loss  still  ahead.17) 

In  my  own  review  of  the  FHA  data  collected  by  NTIC,  I  found  that  in  Chicago's 
African-American  community  of  East  Garfield  Park,  defaults  represented  26%  of  all  loans  made 
and  foreclosures  represented  over  12%  of  all  loans  made.  In  the  African-American  community 
of  North  Lawndale,  the  level  of  defaults  was  at  22%  but  the  level  of  foreclosures  was  already 
at  15%.  In  the  African- American  communities  of  Washington  Park,  Englewood  and  West 
Englewood,  default  rates  ranged  from  just  over  21  %  to  over  29%  while  foreclosure  rates  ranged 
from  just  under  10%  to  over  21%.  For  the  Chicago  suburb  of  Harvey,  which  has  undergone 
a  massive  racial  change,  the  level  of  defaults  was  26%  and  the  level  of  foreclosures  was  over 
9  % .  Some  of  the  largest  FHA  lenders  in  Harvey  (mortgage  bankers)  have  foreclosure  rates  as 
high  as  31%.  Typically,  the  defaults  lead  to  foreclosures  and  foreclosures  indicate  an  empty, 
boarded  up,  and  abandoned  property.  These  properties  become  drug  houses,  fire  hazards,  and 
havens  for  crime.  In  August  of  1993,  Lindsey  Murdock  -  a  six  year  old  child  -  was  abducted, 
beaten,  raped,  and  stabbed  to  death  in  the  garage  of  an  abandoned  FHA  home  just  two  blocks 
from  where  he  lived  in  the  African-American  Roseland  community  in  Chicago. 

NTIC  has  also  completed  or  is  in  the  process  of  analyzing  the  FHA  data  in  several  other 
metropolitan  areas,  including  Baltimore,  Buffalo,  Rochester,  St.  Louis,  Cleveland.  Detroit,  and 
San  Antonio.    I  am  sure  they  would  be  pleased  to  provide  you  with  the  results  of  their  work. 

In  November  of  1992,  the  Chicago  Sun  Times  released  a  major  story  on  this  process. 
In  focusing  on  the  racially  changing  southern  suburbs  of  Chicago,  the  article  reported  that  in  the 
city  of  Harvey  -  one  of  the  hardest  hit  by  the  FHA  process  -  almost  17%  of  the  residential 
properties  are  now  vacant.18  In  another  investigative  report  on  the  FHA  process  (appropriately 


Community  Reinvestment  Auociatea  ■  1744  Em  Wicke  ■  Dct  PUinei,  Dlinoit  ■  (708)  803-4915 


113 


Suit  mtiit  of  Calvin  Bradford  •  Hearing  on  the  Community  Reinvestment  Practices  of  Mortgage  Bants 
September  2».  1994  Page  9 


called  "The  Dream  That  Died"),  Paul  Caine,  of  The  Chicago  Reporter,  analyzed  FHA  defaults 
and  foreclosures  census  tract  by  census  tract  for  the  city  of  Chicago."  He  found  that  FHA  was 
the  vehicle  of  racial  change  -  and  that  after  the  communities  had  changed  racially  through  the 
operations  of  a  small  number  of  realtors  and  mortgage  lenders,  high  rates  of  defaults  and 
foreclosure  followed  in  the  wake  -  leaving  a  trail  of  blight  for  the  homeowners  who  remained. 
The  articles  and  the  NTIC  studies  both  point  to  mortgage  companies  as  the  lenders  with  the 
highest  concentrations  of  defaults  and  foreclosures.  I  submit  these  sets  of  articles  with  my 
statement. 

Last  May  5,  Chairman  Gonzalez  held  a  hearing  of  the  Subcommittee  on  Housing  and 
Community  Development  of  this  Committee  on  Banking,  Finance,  and  Urban  Affairs  right  here 
to  review  proposals  to  raise  the  FHA  limits  and  reform  FHA.  Stephen  B.  Ashley,  the  chairman 
and  CEO  of  Sibley  Mortgage  in  Rochester,  New  York,  testified  as  the  President  of  the  Mortgage 
Bankers  Association  of  America.  He  stated  that  "mortgage  bankers  originate  approximately  75 
percent  of  FHA  loans  and  nearly  50  percent  of  all  mortgages  in  recent  years.  (The  Mortgage 
Bankers  Association)  believes  that  we  have  a  unique  insight  into  what  has  made  the  program 
successful  in  serving  over  20  million  families  throughout  its  history..."20  Testifying  on  the 
same  panel  was  Gale  Cincotta,  who  pointed  out  that  she  assumed  that  Mr.  Sibley  was,  indeed, 
an  expert  on  FHA.  She  pulled  out  data  from  NTIC's  FHA  foreclosure  studies  on  Rochester. 
It  revealed  that  Mr.  Ashley's  mortgage  company  -  Sibley  Mortgage  -  was  among  the  mortgage 
companies  accounting  for  the  highest  levels  of  defaults  and  foreclosures  in  the  inner-city  of 
Rochester  -  in  some  periods  accounting  for  as  much  as  41  percent  of  all  FHA  foreclosures  in 
the  largest  area  of  FHA  lending  in  the  city.  It  is  an  ominous  sign  that  Secretary  Cisneros 
recently  visited  Mr.  Ashley's  company  to  leam  how  FHA  lending  operates.21 

But  what  is  most  revealing  and  most  disturbing  about  Mr.  Ashley's  statement  is  not  about 
FHA,  but  about  the  growth  of  the  mortgage  banking  industry  to  the  point  where  it  accounts  for 
half  of  all  loans  originated  -  both  conventional  and  FHA/ VA.  One  might  have  argued  in  the  past 
that  the  mortgage  banking  industry  was  largely  an  FHA/VA  industry  and  that  it  was  not  able  to 
offer  conventional  products  to  minority  communities  and  individuals.  The  greatest  change  in 
the  profile  of  the  mortgage  industry  in  the  past  twenty  years  has  been  the  development  of 
the  secondary  markets  for  conventional  loans.  With  this  development,  mortgage  companies 
are  rapidly  moving  toward  being  the  largest  originators  of  conventional  loans  as  well.  Mortgage 
companies  operate  in  any  market  where  there  are  investors  to  buy  the  loans.  Thus,  mortgage 
bankers  have  followed  the  rapid  growth  of  the  secondary  mortgage  market  in  conventional  loans. 
Many  mortgage  companies  today  make  only  conventional  loans.  What  is  most  disturbing  about 
Mr.  Ashley's  statement  is  that  as  the  mortgage  banking  industry  has  expanded  into  the 
conventional  lending  market,  it  has  failed  to  serve  the  needs  of  fair  lending  and 
reinvestment.  The  mortgage  banking  industry  has  maintained  the  old  FHA  patterns  of  the  dual 
housing  market  -  now  often  reflected  in  the  contrasting  FHA/VA  and  conventional  lending 
markets  within  individual  companies  handling  both  sets  of  loan  products. 
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For  years,  the  federal  financial  regulatory  agencies  have  explained  the  poor  performance 
of  depository  institutions  in  minority  markets  and  in  lower-income  markets  by  claiming  that  these 
markets  are  served  by  mortgage  companies  and  with  FHA/VA  products.  For  example,  in 
responding  to  the  "Color  of  Money"  articles  on  lending  discrimination  by  depository  institutions 
published  in  the  Atlanta  Journal/Constitution  in  May  of  1988,  the  three  financial  regulatory 
agencies  that  regulate  commercial  banks  all  reviewed  the  accuracy  of  the  data.  They  all 
admitted  to  the  accuracy  of  the  data,  but  each  one  cited  the  lack  of  data  on  mortgage  companies 
as  an  excuse  for  the  poor  records  of  commercial  banks. 

In  separate  statements  to  the  Senate  Banking  Committee,  each  agency  claimed  that 
minority  communities  were  served  well  by  mortgage  companies  and  FHA/VA  lending.22  Even 
if  this  view  were  true,  it  would  not  relieve  depository  institutions  of  their  obligations  to  conform 
to  the  fair  housing  laws.  Moreover,  the  value  of  a  sound  mix  of  conventional  lending  is  clearly 
defined  by  the  studies  of  the  harm  done  in  communities  where  FHA  engulfs  too  much  of  the 
market.  But  we  are  discovering  more  and  more  that  mortgage  companies  are  not  serving 
minority  communities  -  with  or  without  FHA/VA  products.  Indeed,  the  Wall  Street  Journal 
has  now  discovered  what  community  people  had  learned  twenty  years  ago  about  the  lending 
patterns  of  mortgage  bankers. 

Let  me  illustrate  these  issues  with  an  analysis  of  the  HMDA  data  for  major  mortgage 
bankers  in  my  own  city  of  Chicago.  Using  the  1992  HMDA  data,  I  took  all  of  the  mortgage 
bankers  reporting  in  the  Chicago  MSA  that  received  more  than  500  home  purchase  loan 
applications  and  that  also  provided  both  FHA/VA  and  conventional  products.  There  were  19 
such  mortgage  bankers.  In  addition,  there  were  6  mortgage  bankers  with  more  than  500  home 
purchase  loan  applications  that  made  only  conventional  loans.  The  table  below  provides  a 
summary  of  the  lending  profiles  of  all  25  these  lenders.  The  left  half  of  the  table  compares  their 
levels  of  service  to  white,  African- American,  and  Hispanic  individuals.  The  right  half  of  the 
table  compares  their  levels  of  service  to  white,  African- American,  and  Hispanic  census  tracts. 
These  lenders  all  serve  the  Chicago  metropolitan  area.  Thus,  their  lending  patterns  can  be 
compared  both  to  the  aggregate  patterns  for  the  metropolitan  area  and  to  each  other. 

Several  of  the  lenders  do  have  higher  levels  of  service  to  both  minority  applicants  and 
minority  census  tracts.  However,  this  is  generally  based  on  patterns  of  the  dual  market  -  where 
much  higher  levels  of  FHA/VA  lending  are  allocated  to  minorities  and  minority  areas.  I  have 
developed  graphs  of  the  levels  of  FHA/VA  applications  and  lending  for  African-American  and 
Hispanic  applicants  and  census  areas  for  all  19  mortgage  banks  making  both  FHA/VA  and 
conventional  home  purchase  loans.  Graphs  #l-#4  depict  the  patterns  for  all  19  of  these  lenders. 
Graph  series  #1A  through  #4B  defines  the  mortgage  bankers'  lending  patterns  by  the 
race/ethnicity  of  the  applicants.  Graph  series  #1B  through  #4B  defines  the  mortgage  bankers' 
lending  patterns  by  the  racial/ethnic  composition  of  census  tracts.  I  think  the  graphs  reveal  a 
dramatic  pattern.  In  16  of  the  19  cases,  the  level  of  FHA/VA  service  is  significantly  higher  for 
African-American  and  Hispanic  applicants  and/or  communities.  The  three  exceptions  (Lenders 
7,  9  and  12),  are  overwhelmingly  FHA/VA  lenders  per  se,  with  their  overall  levels  of  FHA 
applications  ranging  from  about  60-75%. 
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Twelve  of  the  19  mortgage  bankers  had  levels  of  loans  to  African- American  or  Hispanic 
applicants  or  communities  that  were  more  than  twice  the  levels  of  FHA/VA  service  to  their 
white  counterparts.  For  several  lenders,  FHA/VA  loan  levels  for  minorities  and  minority 
communities  approached  three  times  the  level  for  the  white  markets.  For  example,  Norwest  had 
a  level  of  FHA/VA  lending  in  white  census  tracts  of  about  32%  while  the  level  of  FHA/VA 
lending  in  Hispanic  census  tracts  was  almost  82%.  Countrywide  Funding,  the  nation's  largest 
mortgage  lender,  reported  just  under  3.5%  of  its  loans  to  whites  as  FHA/VA  loans  while  it 
reported  almost  73%  of  its  loans  to  African- Americans  as  FHA/VA  loans. 

We  have  already  reviewed  the  discriminatory  nature  of  such  a  dual  market  in  itself.  But, 
a  review  of  the  profiles  of  both  FHA/VA  and  conventional  mortgage  bankers  reveals  serious 
patterns  of  underservice  in  minority  communities  and  to  minority  applicants,  regardless  of  the 
range  of  mortgage  products  offered. 

For  example,  Hispanic  census  tracts  accounted  for  over  3%  of  all  loan  applications  in 
the  entire  Chicago  market.  Yet,  in  spite  of  the  full  range  of  FHA/VA  and  conventional  products 
marketed  through  the  19  mortgage  companies  presented  here,  5  of  these  lenders  had  less  than 
1  %  of  their  loans  in  Hispanic  census  tracts  -  and  one  lender  with  almost  900  total  applications 
(Shelter  Mortgage)  had  no  loans  in  any  Hispanic  census  tract.  On  the  other  hand,  African- 
American  census  tracts  account  for  almost  6%  of  all  loan  applications  in  the  Chicago  market. 
Yet,  3  of  the  19  companies  had  less  than  1%  of  their  loans  in  African- American  census  tracts  - 
while  two  lenders,  each  with  more  than  800  total  applications  (Shelter  Mortgage  and  Accubanc 
Mortgage)  made  no  loans  in  any  African-American  census  tract. 

For  many  of  the  major  mortgage  banks  that  offer  both  FHA/VA  and  conventional  loans, 
their  own  levels  of  service  to  minority  applicants  and  minority  census  tracts  is  dramatically  lower 
than  the  overall  market  levels  of  service  for  these  groups  and  areas.  Graph  #5  A  compares  four 
of  the  largest  mortgage  bankers  in  the  Chicago  area  to  the  overall  market  for  the  share  of  home 
purchase  loan  applications  received  from  African-Americans  and  Hispanics.  All  of  the  levels 
of  service  are  well  below  the  overall  market  and  three  of  these  four  lenders  received  less  than 
half  the  levels  of  African-American  and  Hispanic  loan  applications  than  was  reported  for  the 
entire  market.  The  same  pattern  applies  in  Graph  #5B  to  loan  applications  received  from 
African- American  and  Hispanic  census  tracts.  Thus,  several  of  the  largest  Chicago  lenders,  with 
major  impacts  on  the  entire  market  -  and  armed  with  both  FHA/VA  and  conventional  products  - 
reported  serving  minorities  and  minority  communities  at  levels  far  below  the  overall  market. 

Some  of  the  largest  mortgage  bankers  only  make  conventional  loans,  such  as  Mortgage 
Capital  Corporation  (which  reported  1,453  home  purchase  applications  in  the  Chicago  market 
in  1992).  Graphs  #6A  and  #6B  compare  the  four  largest  conventional  mortgage  banking 
companies  in  the  Chicago  home  purchase  market  to  the  overall  market.  Again,  the  levels  of 
service  to  both  minorities  and  minority  communities  are  far  below  the  overall  levels  of  service 
in  the  entire  market.  These  data  are  often  much  more  clear  when  they  are  mapped.  The  market 
share  map  below  is  taken  from  the  1993  Essential  Information  study  and  depicts  the  1991  home 
purchase  application  patterns  (both  conventional  and  FHA/VA)  for  Sears  Mortgage  Corporation 
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(which  has  since  been  purchased  by  PNC  Bancorporation  of  Pittsburgh).  The  areas  defined  by 
the  diagonal  lines  are  areas  where  the  minority  population  is  greater  that  50% .  One  can  see  how 
the  market  of  Sears  covers  the  metropolitan  area  in  general,  but  avoids  minority  areas. 

Also,  whether  mortgage  bankers  handle  both  FHA/VA  and  conventional  or  only 
conventional,  many  have  levels  of  service  to  low-income  communities  that  are  far  below  the 
overall  market.  The  4  pie  charts  below  compare  the  distribution  of  home  purchase  loan 
applications  for  1992  for  Mortgage  Capital  Corporation  and  two  other  large  mortgage  bankers, 
Source  One  Mortgage  and  Countrywide  (both  of  which  provide  FHA/VA  and  conventional 
products).  While  the  level  of  applications  from  low-income  households  (at  or  below  50%  of  the 
metropolitan  median  family  income)  is  about  6.5%  for  the  overall  market,  all  of  these  mortgage 
companies  received  less  than  2%  of  their  home  purchase  applications  from  this  low-income 
group. 

Thus,  with  many  of  the  largest  mortgage  lenders  in  one  of  the  nation's  most  active  and 
diverse  mortgage  markets,  we  find  that  mortgage  bankers  often  report  extremely  low  levels  of 
service  to  minorities  and  to  lower-income  applicants  and  communities,  while  typically  allocating 
disproportionally  high  levels  of  FHA/VA  lending  when  they  do  serve  minority  applicants  and 
communities.  This  is  not  to  say  that  no  mortgage  companies  serve  these  populations  well. 
Several  mortgage  companies  have  recently  instituted  special  lending  programs  -  most  often  with 
some  version  of  the  Fannie  Mae  Community  Home  Buyer's  program.  A  few  mortgage  bankers 
have  engaged  in  special  programs  to  review  their  marketing  and  underwriting  practices.  After 
Sears  was  purchased  by  PNC  Mortgage,  for  example,  PNC  contracted  with  the  National  Fair 
Housing  Alliance  to  review  the  company's  marketing  and  underwriting  and  to  train  its  personnel. 
Yet  the  mortgage  banking  industry  has  been  very  late  in  joining  in  these  programs.  Most  often, 
no  action  is  taken  until  there  has  been  some  public  attention  focused  on  the  past  lending  records. 
In  Chicago  special  community  agreements  with  Margarretten  and  Fleet  culminated  many  years 
of  organizing  efforts  against  the  records  of  these  lenders  over  a  year  ago.  The  results  of  these 
activities  have  yet  to  be  assessed. 

The  present  trend  in  reinvestment  and  fair  lending  by  mortgage  companies  is  to  adopt 
programs  that  require  special  loan  counseling  or  second  look  processes.  In  the  spring  of  1992, 
Countrywide  announced  a  second  review  program  -  and  later  its  House  America  program,  which 
was  its  version  of  the  Community  Home  Buyer's  program.  Several  months  later,  Countrywide 
reported  that  half  of  the  applicants  rejected  at  the  field  offices  were  eventually  granted  a  loan 
after  the  review  process.  While  the  company -hailed  this  as  the  success  of  the  program,  one 
could  as  easily  take  it  as  a  serious  indictment  of  the  company's  existing  underwriting  practices. 

What  is  perhaps  the  most  damaging  assessments  of  the  practices  of  mortgage  bankers  has 
not  been  made  by  researchers,  fair  housing  groups,  or  even  community  activities.  Rather,  a 
1994  report  under  the  cover  of  the  Mortgage  Bankers  Association  of  America  itself  draws  into 
question  the  discriminatory  effects  of  common  industry  practices.23  The  executive  summary 
of  the  report  raises  the  specter  that  when  HUD  issues  its  pending  new  Fair  Housing  Act 
rulemaking  initiative  on  lending,  "a  number  of  business  practices  now  common  in  the  industry 
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could  come  under  attack,  including  the  following:  (1)  minimum  loan  amounts  policies;  (2)  tiered 
pricing;  (3)  targeting  of  marketing  efforts  to  upscale  customers;  (4)  various  currently  accepted 
underwriting  criteria;  and  (5)  use  of  percentage  commissions  and  overages  in  compensating  loan 
officers. " 

Some  of  these  practices  are  reflected  not  only  in  the  origination  of  loans,  but  in  the 
servicing  of  loans  as  well.  Buying  and  selling  the  servicing  contracts  on  loans  is  a  large 
business  for  mortgage  banks.  It  is  not  uncommon  for  companies  to  sell  servicing  rights  under 
a  tiered  pricing  format  where  the  servicing  rights  to  higher  value  loans  are  sold  at  premium 
prices  compared  to  the  servicing  rights  for  lower  value  loans.  This  creates  a  disincentive  for 
lenders  to  originate  loans  that  cannot  command  the  highest  prices  when  the  servicing  rights  are 
sold. 

The  Public  Purpose  Obligations  of  the  Mortgage  Banking  Industry 

Surely  the  present  role  of  mortgage  bankers  in  the  home  lending  industry,  the  issues  of 
underservice  to  lower  income  groups,  and  possible  discrimination  against  minorities  make  the 
practices  of  the  industry  a  matter  of  public  policy  review.  Moreover,  while  mortgage  companies 
are  not  subject  to  the  Community  Reinvestment  Act,  the  laws  that  do  apply  to  them  and  the 
government  and  quasi-govemment  agencies  upon  which  they  rely  for  stability  and  predictability 
in  their  market  of  selling  and  servicing  loans  already  provide  a  basis  to  presume  that  the  industry 
has  a  public  obligation  to  meet  both  national  fair  housing  and  reinvestment  goals. 

The  Fair  Lending  Laws 

Mortgage  bankers  are  clearly  covered  under  both  the  Equal  Credit  Opportunity  Act  and 
the  Fair  Housing  Act.  Not  only  are  they  covered,  but  it  would  seem  that  the  industry  itself 
anticipates  that  once  HUD  engages  in  its  present  rulemaking  for  lending,  many  of  the  most 
common  practices  of  the  industry  may  well  be  litigated  as  violations  of  the  law  -  with  some  dim 
prospects  anticipated  by  the  industry.  These  fair  lending  laws  cover  both  intentional 
discrimination  and  practices  and  policies  which  have  a  discriminatory  effect,  regardless  of  the 
intent.  The  laws  cover  both  discrimination  against  individuals  and  discrimination  against 
communities  based  on  their  racial/ethnic  composition.  The  laws  cover  not  only  the  underwriting 
process  itself,  but  the  marketing  process,  associated  services  such  as  private  mortgage  insurance, 
secondary  market  practices,  differential  treatment  in  the  servicing  of  loans,  and  the  effects  of 
behavior  that  might  discourage  protected  classes  from  applying  for  a  loan.  The  laws  even 
protect  people  from  the  failure  of  lenders  to  provide  people  with  an  understanding  of  their  rights 
under  the  fair  lending  laws. 

These  fair  lending  laws  have  been  amended  significantly  over  time  to  expand  their 
coverage.  Both  the  initial  drafting  of  these  laws  and  the  amendments  made  to  these  laws 
represent  a  continuing  affirmation  of  the  public  purpose  and  policy  goals  of  establishing  a  home 
lending  market  that  is  free  from  discrimination  against  persons  or  communities.  Related 
reporting  requirements,  such  as  the  Home  Mortgage  Disclosure  Act  affirm  the  public  obligation 
of  lenders  to  meet  these  policy  goals  by  requiring  that  significant  and  detailed  data  concerning 
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lending  patterns  are  released  to  the  genera)  public  for  review.  Moreover,  misreporting  of 
HMDA  data  in  order  to  cover  up  a  racial  lending  pattern  would  be  a  criminal  fraud  felony 
offense. 

The  GSEs  and  Mortgage  Banker  Responsibility 

While  most  depository  institutions  today  rely  heavily  on  the  secondary  market  to  provide 
liquidity  for  their  home  loans,  the  mortgage  banking  industry  relies  completely  on  the  secondary 
market  -  as  it  does  not  portfolio  loans.  Indeed,  the  mortgage  banking  industry  is  a  creature  of 
the  secondary  market.  As  the  secondary  market  grows  and  changes  so  to  does  the  mortgage 
banking  industry  which  feeds  on  the  secondary  market.  The  secondary  mortgage  market 
includes  many  private  investors,  such  as  pension  funds  and  insurance  companies.  Yet,  some  of 
the  larger  institutional  members  of  the  market  (both  for  the  direct  purchase  of  loans  and  for 
issuing  mortgage  backed  securities)  are  depository  institutions.  These  are  institutions  with  clear 
community  service  mandates  through  the  Community  Reinvestment  Act.  Prior  to  the  ascendancy 
of  Fannie  Mae  and  Freddie  Mac  as  the  dominant  influence  on  the  secondary  markets,  depository 
institutions,  chartered  by  state  and  federal  agencies  to  serve  public  banking  purposes,  were  the 
backbone  of  the  secondary  market. 

Today,  Fannie  Mae  and  Freddie  Mac  provide  financial  security  and  control  both  the 
common  practices  in  the  mortgage  markets  as  well  as  the  largest  shares  of  actual  dollars.  They 
are  both  government  franchises  with  public  goals  clearly  mandated  by  Congress,  and  operating 
with  the  ultimate  financial  backing  of  the  federal  government.  The  mortgage  banking  industry 
grows  as  a  reflection  of  the  changes  in  these  agencies,  and  in  the  Government  National  Mortgage 
Association,  whose  guarantees  provide  stability  to  mortgage  backed  securities  in  government 
insured  and  guaranteed  loans.  The  ongoing  operations  of  mortgage  companies  are  not  regulated 
by  federal  agencies  (except  to  the  minimal  degree  that  lenders  are  required  to  meet  certain 
standards  to  be  certified  to  make  loans  guaranteed  or  insured  by  the  federal  government,  such 
as  FHA,  VA,  or  Farmers  Home  Administration  loans).  Yet,  they  are  the  instruments  of  the 
government  in  reaching  the  goals  established  both  for  government  insured  programs  and  the 
secondary  markets.  In  a  real  sense,  mortgage  bankers,  the  dominant  emerging  force  in  the 
entire  home  lending  market,  are  junior  GSEs.  In  as  much  as  mortgage  bankers,  as  an  industry, 
are  dependent  upon  the  activities  of  government  programs  and  government  sponsored 
enterprises,  they  have  an  obligation  to  further  the  public  goals  of  these  agencies  and 
corporations. 

Points  of  Leverage  for  Regulation 

HUD:  Can  It  Overcome  Its  Own  Past  Momentum  for  Damage? 

The  fair  housing  laws  provide  the  most  direct  point  of  leverage  for  reinvestment  and 
lending  as  its  relates  to  protected  classes.  One  problem  of  intervening  at  this  point  is  that  there 
is  no  established  monitoring  or  oversight  process  in  place  for  non-depository  institutions.  For 
non-depository  institutions,  the  Equal  Credit  Opportunity  Act  and  the  Fair  Housing  Act  are 
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essentially  complaint  driven  laws.  That  is,  there  is  no  regular  examination  process.  HUD  does 
have  a  Mortgage  Review  Board  that  handles  complaints  and  that  could  institute  regular  exams 
for  mortgage  companies  certified  to  use  FHA  programs.  However,  it  is  unreasonable  to  assume 
that  HUD  would  allocate  scare  budget  resources  to  such  an  effort  if  expanded  to  all  non- 
depository  lenders. 

Another  problem  is  that  while  HUD  is  the  logical  agency  to  carry  out  such  enforcement 
in  the  area  of  housing  lending,  HUD's  past  record  of  fair  lending  enforcement  has  been  dismal, 
to  say  the  least.  While  the  present  administration  has  placed  a  public  emphasis  on  enforcing  the 
Fair  Housing  Act,  especially  with  regard  to  lending  and  insurance,  little  has  been  accomplished 
at  this  point.  In  a  procedural  sense,  this  HUD  administration  has  limited  its  own  announced 
initiatives  by  failing  to  appoint  either  a  Deputy  Assistant  Secretary  for  Policy  or  a  Deputy 
Assistant  Secretary  for  Enforcement  within  the  Office  of  Fair  Housing  and  Equal  Opportunity. 
The  existence  of  these  vacancies  at  this  level  creates  a  situation  much  like  the  recently  resolved 
situation  in  the  Department  of  Justice  where  there  was  no  Assistant  Attorney  General  for  Civil 
Rights.  With  no  one  in  charge  of  the  daily  policy  or  enforcement  activities,  little  has  been 
accomplished  in  terms  of  promulgating  new  regulations  for  lending  -  and  even  less  has  been 
done  in  general  enforcement.  This  is  particularly  unfortunate  since  there  is  a  core  of  existing 
staff  ready  and  willing  to  engage  in  more  active  fair  lending  enforcement. 

HUD's  own  record  in  fair  lending  has  been  a  problem  in  itself,  with  HUD  traditionally 
being  the  defendant  in  housing  discrimination  litigation.  HUD's  understanding  of  the  impacts 
of  the  FHA  program  are  largely  limited  to  the  misguided  assumption  that  the  problems  are 
related  to  too  little  access  to  FHA  lending.  The  more  complex,  but  devastating  effects  of  the 
dual  FHA/VA-conventional  housing  market  seem  well  beyond  HUD's  comprehension  at  this 
point.  Indeed,  HUD's  legislative  initiatives  have  been  to  expand  the  FHA  program  rather  than 
control  it. 

While  the  1988  changes  in  the  Fair  Housing  Act  gave  the  Secretary  of  HUD  the  power 
to  initiate  cases  and  conduct  investigations  on  its  own  initiative,  and  without  formal  complaints 
being  filed,  HUD  has  done  almost  nothing  in  the  lending  area.  Community  organizations, 
newspapers,  and  Essential  Information  grind  out  studies  depicting  patterns  of  lending  along  racial 
lines,  yet  no  investigations  seem  to  come  from  HUD.  In  the  past,  even  where  there  were 
complaints,  HUD's  record  raises  doubts  about  the  previous  level  of  training  and  commitment. 
For  example,  this  past  year  in  Texas,  a  jury  awarded  Mr.  Gordon  Simms  $3.2  million  in  a  suit 
against  First  Madison  Bank  (FSB).  He  had  originally  filed  a  compliant  with  HUD  alleging 
discrimination  by  the  lender  because  it  rejected  his  application  for  a  loan  to  convert  a  minority- 
occupied  apartment  building  into  a  coop  for  the  tenants.  HUD  investigated  and  found  no  cause. 
Ironically,  the  conversion  was  to  be  partly  financed  by  HUD  funds  through  the  City  of  Houston. 
Because  he  ignored  HUD's  determination  and  exercised  his  right  to  go  to  Federal  Court,  he 
prevailed.   The  tenants  also  have  won  the  right  to  sue  the  lender  in  this  case. 
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HUD  has  failed  to  show  any  commitment  to  fair  housing  enforcement  -  or  even  to 
reasonable  compliance  -  in  its  own  obligations  to  provide  public  data.  The  HMDA  still  requires 
HUD  to  collect  and  provide  to  the  public  basic  HMDA  data  on  all  FHA  loans.  While  all  other 
HMDA  data  is  available  from  the  FFIEC  in  Washington,  at  a  local  office  of  the  lender  in  each 
metropolitan  area  where  the  lender  operates,  and  at  a  central  depository  in  each  metropolitan 
area,  HUD  provides  its  HMDA  data  only  on  a  computer  tape  to  the  FFIEC.  "My  last  contact 
with  the  FFIEC  indicated  that  the  FFIEC  does  not  even  inform  people  of  the  existence  of  this 
set  of  FHA  data.  No  version  of  the  data  is  distributed  in  hard  copy  reports  and  no  versions  are 
available  at  the  metropolitan  area  (or  even  HUD  field  office)  levels. 

On  the  other  hand,  the  data  that  HUD  is  required  to  collect  and  release  on  FHA 
delinquencies  and  foreclosures  is  produced  from  HUD  computers  -  but  it  is  not  made  available 
to  analysts  in  a  computerized  format.  It  is  sent  out  in  boxes  on  sheets  of  paper  to  those  who 
request  it.  Unlike  the  HMDA  reports  generated  by  the  FFIEC,  this  HUD  layout  is  not  in  any 
useful  format  for  analysis;  local  users  -  such  the  National  Training  and  Information  Center  -have 
to  enter  it  back  into  their  own  computers  by  hand  in  order  to  use  it.  Thus,  these  data  are 
virtually  blocked  from  public  use  except  by  the  most  aggressive  and  tenacious  users.  What  is 
even  worse  in  many  ways  is  that  HUD  doesn't  review  these  data  itself  for  internal  use.  HUD 
has  forfeited  a  significant  opportunity  to  monitor  the  practices  of  its  FHA  lenders  and  abdicated 
this  role  to  community  groups.  Yet,  HUD  obstructs  even  the  efforts  of  these  groups  by  HUD's 
format  for  releasing  die  FHA  data. 

HUD  has  recently  received  the  massive  and  valuable  lending  database  submitted  to  it  by 
Fannie  Mae  and  Freddie  Mac  as  part  of  the  process  of  compliance  with  the  GSE  housing  goals. 
HUD  hired  a  person  to  direct  this  monitoring  process  with  no  experience  in  fair  lending  analysis, 
HUD  operations,  or  the  GSE  operations.  HUD's  initial  compilation  of  the  GSE  data  revealed 
a  lack  of  sophistication  in  analyzing  these  data.  But,  the  real  hope  housing  analysts  held  out  for 
the  GSE  data  was  not  that  HUD  would  do  a  sound  job  analyzing  the  data  but  that  HUD  would . 
release  the  data  so  that  others  with  the  appropriate  skills  and  experience  could  analyze  the  data 
themselves.  HUD  recently  released  a  temporary  rule  that  simply  acquiesced  to  each  and  every 
request  of  Fannie  Mae  and  Freddie  Mac  to  suppress  important  data  fields  in  this  package  of 
information  -  including  such  fields  as  the  code  that  identifies  whether  a  loan  is  part  of  a  special 
lending  program.  HUD  is  considering  its  ruling  for  the  format  for  permanent  disclosure  under 
the  GSE  legislation.  In  the  interim,  no  data  have  been  released  to  the  public  except  in  the  form 
of  the  summary  tables  submitted  to  Congress  by  HUD. 

Meanwhile,  Fannie  Mae  and  Freddie  Mac  both  say  in  their  reports  of  their  1993  data  that 
they  are  looking  to  HUD  for  guidance  on  fair  lending  enforcement.  This  could  be  a  kind  of 
circular  inaction.  Between  them,  Fannie  Mae  and  Freddie  Mac  have  scores  of  researchers  and 
policy  analysts,  but  they  have  no  one  in  charge  of  fair  lending  examinations  or  enforcement. 
Their  minority  service  records  are  dismal.  Here  is  an  opportunity  for  HUD  to  take  some 
initiative.   We  look  forward  to  HUD's  response. 
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Finally,  we  had  some  signal  from  HUD  about  its  view  towards  fair  lending  enforcement 
of  the  mortgage  banking  industry  when  Secretary  Cisneros  and  the  Mortgage  Bankers 
Association  signed  what  they  call  a  "Fair  Lending  Best  Practices  Master  Agreement."  Secretary 
Cisneros  called  the  agreement  "a  milestone  in  HUD's  efforts  to  broaden  homeownership 
opportunities  for  all  Americans."  He  noted  that  "there  are  limits  to  what  can  be  accomplished 
through  statutory  requirements  and  their  enforcement."  While  this  latter  statement  is  true  in 
some  sense,  we  would  have  been  more  encouraged  by  this  agreement  if  HUD  had  at  least  shown 
some  previous  interest  in  seeking  fair  lending  enforcement  through  statutory  requirements. 
Before  one  real  action  has  been  taken,  Secretary  Cisneros  stated  that  "today  the  Mortgage 
Bankers  Association  has  moved  beyond  the  letter  of  compliance  with  the  Fair  Housing  Act  to 
its  spirit. "  Sadly,  at  a  time  when  the  Clinton  administration  has  ordered  the  banking  regulatory 
agencies  to  develop  Community  Reinvestment  Act  regulations  that  are  performance  based,  HUD 
has  reverted  to  giving  outstanding  ratings  to  mortgage  companies  based  solely  on  planning 
documents. 

The  greatest  concern  I  have  about  the  MBA  agreement  is  that  in  trying  to  serve  more 
minorities  and  minority  communities,  mortgage  bankers  will  simply  pump  more  FHA  loans  out 
to  minority  applicants  and  into  minority  and  diverse  neighborhoods  -  thus  fueling  additional 
decay  and  feeding  the  flames  of  racial  friction.  HUD  has  taken  no  initiative  to  clear  up  the 
blight  caused  by  FHA  abuses  in  past  years.  This  agreement  should  have  focused  on  the  need 
to  increase  the  levels  of  conventional  financing  for  minorities  and  minority  communities.  As 
it  stands,  it  is  an  open  invitation  for  increased  abuse  of  these  populations  and  communities. 

Forms  of  Enforcement 

While  there  is  a  clear  need  to  maintain  strong  and  aggressive  oversight  in  relation  to 
HUD's  fair  lending  activities  and  the  use  of  FHA/VA  programs  to  ferment  racial  change  and 
resegregation,  this  should  not  obscure  the  options  that  exist  for  defining  fair  lending  and 
reinvestment  obligations  for  the  mortgage  banking  industry.  The  Community  Service  provisions 
of  the  Federal  Housing  Finance  Board  provide  a  working  model  for  what  can  be  done  to  define 
reinvestment  obligations  for  lenders  not  covered  by  the  CRA. 

Defining  Lending  Territories 

While  mortgage  companies  do  not  have  the  kinds  of  local  offices  that  are  used  to  define 
CRA  areas  for  depository  institutions,  they  do  have  particular  markets  that  they  serve.  These 
markets  can  be  defined  by  the  lender  in  a  Community  Service  Plan,  or  they  can  be  identified  by 
a  regulatory  agency  directly  from  the  pattern  of  actual  lending.  We  have  seen  in  the  kinds  of 
maps  produced  by  Essential  Information  how  the  types  of  HMDA  data  and  the  growing  use  of 
mapping  programs  can  be  used  to  define  such  effective  lending  areas.  Moreover,  such  mapping 
techniques  can  be  used  as  an  easy  means  of  determining  if  the  effective  lending  areas  avoid 
minority  or  lower-income  communities.  I  think  this  approach  is  the  best,  as  it  relies  on  actual 
performance  to  define  the  lending  areas. 
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One  can  develop  formulas  or  processes  that  define  the  outer  edges  of  the  lending  are  and 
then  require  service  to  all  communities  within  this  area.  In  the  case  of  the  map  for  Sears  that 
I  have  referenced  already,  the  territory  of  active  lending  surrounds  the  City  of  Chicago. 
Therefore,  even  though  few  loans  were  made  within  the  City,  and  particularly  within  minority 
communities  within  the  City  or  in  the  suburbs,  all  these  communities  would  be  included  in  the 
effective  lending  territory.  Guidelines  can  also  be  easily  developed  to  insure  that  there  are  not 
unserved  minority  or  lower-income  communities  just  beyond  the  borders  of  the  effective  lending 
area  as  well. 

Multiple  measures  should  then  be  developed  to  review  HMD  A  data  to  see  if  the  patterns 
of  FHA/VA  and  conventional  lending  differ  in  ways  that  might  suggest  discrimination.  One 
would  want  to  review  both  a  lender's  market  share  and  a  lender's  market  penetration  of  minority 
and  lower-income  communities.  Market  share  analysis  (such  as  was  done  by  Essential 
Information)  defines  a  lender's  activity  in  each  census  tract  compared  to  the  level  of  all  lenders 
reporting  HMD  A  data.  Presently,  larger  lenders  are  often  able  to  show  a  large  market  share 
in  minority  or  lower-income  communities  simply  because  these  areas  have  few  loans  from  any 
source  and  a  tiny  share  of  a  large  lender's  activity  can  easily  represent  a  large  part  of  these 
underserved  markets.  For  that  reason,  one  needs  to  develop  additional  measures,  such  as  market 
penetration,  that  are  not  based  on  the  activities  of  other  lenders.  Market  penetration  measures 
define  a  lender's  activity  based  on  the  potential  market.  For  example,  for  single-family  home 
loans,  the  potential  market  could  be  estimated  by  census  data  on  the  number  of  1-4  family 
structures  and  the  number  of  condominiums  that  would  be  eligible  for  a  home  loan.  For  home 
improvement  loans,  one  might  use  the  number  of  owner-occupied  units  as  an  estimate.  Here 
a  lender  is  measure  by  the  total  potential  for  loans. 

The  measures  of  service  and  lending  patterns  could  then  be  translated  into  measures  and 
scores  that  could  be  used  to  define  how  much  a  lender  deviated  from  a  fair  lending  pattern  and 
from  the  existing  market.  The  real  teeth  of  any  lending  standards  imposed  on  mortgage 
companies  would  come  from  restrictions  to  Fannie  Mae,  Freddie  Mac,  and  the  assurances 
provided  by  GNMA  for  lenders  with  lending  patterns  or  scores  that  deviated  from  fair  lending 
and  market  norms.  Effective  regulation  depends  upon  sanctions  that  are  considered  seriously 
by  those  who  are  regulated.  Nothing  is  taken  more  seriously  by  mortgage  companies  than  access 
to  the  resources  of  these  GSEs. 

In  order  to  provide  the  best  possible  analysis  of  lending  markets,  some  improvements 
could  still  be  made  in  the  collection  and  dissemination  of  HMDA  data.  For  example,  many 
lenders  originate  loans  by  telephone,  and  the  Fed  has  exempted  such  loan  originations  from 
reporting  race  data.  Countrywide  Mortgage,  for  example,  failed  to  report  racial  data  on  as  many 
as  73%  of  its  applications  in  some  cities  in  1992.  The  thresholds  for  reporting  by  mortgage 
companies  are  still  far  below  the  thresholds  for  small  banks  that  are  exempted  from  the  HMDA. 
This  is  in  sharp  contrast  to  the  intent  of  Congress  in  twice  amending  the  HMDA  to  insure  equal 
coverage  for  both  depository  institutions  and  other  mortgage  lenders.  The  Federal  Reserve 
Board  is  now  in  the  process  of  reviewing  comments  on  its  proposal  to  make  some  technical 
reporting  changes  in  the  HMDA.  This  Committee  needs  to  inform  the  Fed  of  the  need  to  close 
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the  many  loopholes  in  the  present  regulations.  I  am  including  with  my  statement  a  set  of 
comments  on  those  proposed  changes  that  the  National  Fair  Housing  Alliance  and  I  submitted 
to  the  Fed  on  revising  the  HMDA  regulations  to  close  important  loopholes. 


Summary 

In  summary: 

Mortgage  Bankers  play  a  major  role  in  fair  access  to  home  lending; 

Mortgage  bankers  have  participated  in  and  taken  advantage  of  racially  discriminatory 
lending  markets  in  the  past,  thus  contributing  to  the  present  pattern  of  racial  segregation 
and  resegregation; 

The  dependency  of  the  mortgage  banking  industry  on  a  secondary  market  dominated  and 
driven  by  government-sponsored  enterprises  makes  this  industry  the  retail  outlet  for 
national  homeownership  policies; 

Imposing  fair  lending  and  reinvestment  tests  on  the  mortgage  banking  industry  in  return 
for  full  access  to  these  secondary  market  resources  is  consistent  with  and  important  to 
national  housing  goals  and  the  enforcement  of  fair  housing  laws; 

The  technology  and  information  exists  to  develop  measures  of  lending  markets  and 
performance  that  can  be  used  to  rate  the  services  of  mortgage  banking  companies;  and 

Effective  enforcement  of  community  service  and  fair  lending  requirements  for  the 
mortgage  banking  industry  would  be  enhanced  by  some  revisions  in  the  HMDA 
regulations  and  by  strict  oversight  of  HUD  -  or  whatever  other  agency  might  be  defined 
as  the  supervisory  agency  for  such  fair  lending  and  reinvestment  standards. 
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TO  THE 

HOUSE  BANKING  SUB-COMMITTEE  ON  CONSUMER  CREDIT  AND  INSURANCE 

September  28,  1994 

Mr.  Chairman,  members  of  the  Committee,  my  name  is  Malcolm  Bush  and  I  am  President  of 
the  Woodstock  Institute  in  Chicago.  The  Woodstock  Institute  is  a  twenty-one-year  old  non-profit 
organization  that  does  applied  research,  and  technical  assistance  to  promote  reinvestment  and 
economic  development  in  low-  and  moderate-income  neighborhoods  and  communities.  The 
Woodstock  Institute  advocated  for  the  passage  of  the  Home  Mortgage  Disclosure  Act  and  the 
Community  Reinvestment  Act  and,  since  their  passage,  has  promoted  the  effective 
implementation  of  those  laws  to  increase  community  reinvestment.  The  Woodstock  Institute 
performed  the  first  analyses  of  mortgage  company  lending  in  inner  city  neighborhoods  in  its 
publications  The  Unknown  Lenders.  Part  I  &  II. 

The  Community  Reinvestment  Act,  for  all  its  shortcomings  in  both  the  nature  of  the  regulations, 
and  in  its  implementation  has  been  the  necessary  condition  for  much  of  the  reinvestment  activity 
in  the  nation's  poorer  urban  communities.  We  all  know  that  the  amount  of  reinvestment  is  not 
yet  large  enough  to  counter  years  of  neglect,  and  the  forces  of  international  competition  and 
industrial  job  loss,  but  CRA  has  had  a  demonstrable,  positive  effect. 

But  the  Community  Reinvestment  Act  applies  only  to  regulated,  depository  institutions, 
institutions  which  over  the  last  twenty  years  have  come  to  hold  a  smaller  and  smaller  percentage 
of  assets  available  for  investment.  So  an  increasing  percent  of  assets  are  outside  the  reach  of 
CRA. 

The  case  for  including  mortgage  companies  in  the  jurisdiction  of  the  Community  Reinvestment 
Act  gets  more  powerful  with  this  and  other  trends.    Specifically: 

•  Mortgage  companies  are  capturing  an  increasing  percentage  of  the  residential  mortgage 

market  and  are,  therefore,  increasingly  important  to  the  revitalization  of  housing  in  urban 
areas. 
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•  While  some  mortgage  companies  have  a  strong  presence  in  urban  areas,  on  average, 
mortgage  companies  have  higher  lending  rates  in  suburban  than  urban  areas,  and  the 
urban  lenders  show  an  over-reliance  on  one  product,  FHA  insured  mortgages. 

•  An  increasing  percentage  of  the  mortgage  company  assets  are  in  companies  that  are 
subsidiaries  of  other  financial  institutions  including  regulated  depositories,  and  hence  the 
distinction  between  mortgage  companies  and  regulated  depositories  becomes  less 
substantive. 

•  Mortgage  companies  are  primary  beneficiaries  of  federal  government  sponsorship,  and 
hence  enjoy  advantages  similar  to  deposit  insurance  for  which  they  should  provide  the 
public  benefit  of  community  reinvestment. 


Mortgage  Companies  and  Urban  Lending 

Mortgage  companies  are  a  key  factor  in  access  to  credit  in  metropolitan  America.  They 
originated  almost  $900  billion  in  financing  in  1992.  This  same  year,  mortgage  companies 
captured  49  percent  of  the  residential  mortgage  market,  up  from  35  percent  in  1990.  By 
contrast,  the  commercial  bank  share  of  this  market  was  only  26  percent  in  1992.  (Source: 
Mortgage  Bankers  Association,  1992) 

Mortgage  banks  appear  to  be  more  responsive  to  suburban  rather  than  city  markets.  In  the 
Chicago  area,  for  example,  mortgage  companies'  market  share  was  23  percent  higher  in  the 
suburbs  than  in  the  city  during  1992.    (32  percent  versus  26  percent,  from  Woodstock  data.) 

A  1991  Woodstock  Institute  study  of  the  Chicago  area  found  that,  all  other  things  held  equal, 
suburban  census  tracts  generally  saw  higher  levels  of  mortgage  lending  by  mortgage  companies. 
This  was  true  even  after  controlling  for  increases  in  housing  and  population  in  the  suburbs. 
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Finally,  when  compared  to  banks  and  thrifts,  large  mortgage  companies  often  appear  to  be  less 
attentive  to  low-  and  moderate-income  markets.  A  Woodstock  study  did  this  year  compared  five 
large  banks  and  thrifts  to  five  large  mortgage  companies  and  found  that,  with  one  exception,  the 
banks  and  thrifts  performed  much  better  than  the  mortgage  companies  when  applying  the  market 
share  test  proposed  under  the  current  CRA  reform  package.  This  test  compares  a  lender's 
market  share  in  low-  and  moderate-income  census  tracts  to  its  share  in  middle-  and  upper-income 
areas. 

The  banks  and  thrifts  had  market  shares  in  low-  and  moderate-income  neighborhoods  that  were 
roughly  comparable  to  those  in  middle-  and  upper-income  areas.  But  four  of  the  five  mortgage 
companies  had  market  shares  in  middle-  and  upper-income  areas  that  were  from  2  to  4  times 
higher  than  their  shares  in  low-  and  moderate-income  neighborhoods.  These  large  differences 
strongly  suggest  that  these  four  lenders  have  focused  much  less  on  serving  modest-income 
neighborhoods  than  their  bank  and  S&L  counterparts. 

The  one  remaining  mortgage  company,  the  largest  FHA  lender  in  Chicago,  actually  had  a  higher 
market  share  in  low-  and  moderate-income  areas  than  in  middle-  and  upper-income  areas.  This 
suggests  that  the  large  mortgage  companies  are  competing  heavily  in  middle-  and  upper-income 
areas  but  are  relegating  low-  and  moderate-income  areas  to  specialized  FHA  lenders. 

The  result  of  this  market  structure  is  that  residents  in  middle-  and  upper-income  areas  have 
lenders  competing  with  themselves  to  serve  borrowers,  while  less  fortunate  residents  of  modest- 
income  neighborhoods  might  be  served  by  only  a  few  lenders  and  may  be  steered  to  FHA 
products  that  are  plagued  by  high  foreclosure  rates. 


Increasing  Mortgage  Company  Outreach 

Mortgage  companies,  especially  the  larger  ones,  often  depend  upon  many  mom-and-pop-type 
mortgage  brokers  to  market  their  products  and  identify  borrowers.    These  brokers  are  small 
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business  people  who  often  market  through  personal  and  business  networks.  Because  many  of 
these  brokers  are  suburban-based,  they  tend  to  originate  many  nearby  suburban  loans. 

Requiring  mortgage  companies  to  increase  their  lending  in  low-  and  moderate-income  urban 
neighborhoods  will  require  them  to  reach  out  to  a  broader  network  of  brokers,  including 
minority  entrepreneurs,  and  to  assist  these  small  business  people  with  the  how-to's  of  starting 
small  brokerage  operations.   CRA  can  provide  the  ideal  impetus' for  such  outreach. 


CRA  and  Subsidiary  Mortgage  Companies 

The  situation  of  mortgage  companies  that  are  sister  companies  of  regulated  depository  institutions 
is  an  important  example  of  the  illogic  of  the  current  jurisdiction  of  CRA.  A  sister  company  is 
a  mortgage  company  that  is  a  subsidiary  of  the  same  holding  company  as  the  regulated  financial 
depository  institution.  The  Primary  Federal  Regulator  (PFR)  of  the  mortgage  company  would 
be  the  FTC  which  of  this  writing  has  no  CRA  staff.  HUD  is  the  PFR  for  the  Fair  Housing  Act. 
So  the  mortgage  company  would  not  get  a  CRA  exam.  ? 

Yet  often  the  distinction  between  the  bank  and  the  mortgage  company  fades  at  the  operational 
level  where  the  staff  of  both  institutions  may  be  largely  the  same.  Moreover,  the  bank  may 
claim  CRA  credit  for  the  work  of  the  mortgage  company,  although  the  bank  does  not  get 
criticized  for  the  mortgage  company's  shortcomings  in  community  reinvestment  lending.  HUD, 
meanwhile,  although  the  PFR  of  the  mortgage  company,  is  not  privy  to  the  results  of  compliance 
or  CRA  exams  of  the  bank. 

This  situation  defies  logic,  but  could  easily  be  rectified  by  extending  CRA  to  mortgage 
companies. 
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Service  Areas  and  Mortgage  Companies 

The  core  mandate  of  the  Community  Reinvestment  Act  is  that  regulated  financial  institutions 
should  lend  throughout  their  service  area  including  low-  and  moderate-income  neighborhoods. 
Such  institutions  are,  therefore,  obliged  to  delineate  their  service  areas.   Similarly,  mortgage 
companies  should  be  required  to  designate  a  service  area.     Large  companies  operating  in 
multiple  MSAs  should  be  evaluated  for  each  MSA  just  as  depository  institutions  should  be. 

Service  areas  should  be  defined  in  such  a  way  that  requires  lenders  to  include  low-  and 
moderate-income  areas.    In  the  rare  event  that  this  presents  a  problem  for  very  small  lenders 
(e.g.  less  than  100  loans  per  year),  regulators  should  allow  for  the  company  to  limit  its  service 
area  to  some  maximum  radius.    However,  the  service  area  should  still  not  be  chosen  as  to 
exclude  low-  and  moderate-income  areas  arbitrarily. 


What  is  the  Quid  Pro  Quo? 

Mortgage  companies  are  essentially  "additional  intermediaries"  between  commercial  banks,  from 
which  they  obtain  short-term  debt,  and  residential  borrowers.  In  fact,  mortgage  companies  have 
fueled  their  growth  with  a  growing  amount  of  commercial  bank  borrowing.  As  such,  they 
depend  upon  the  overall  government-supported  mortgage  lending  industry,  without  which  they 
could  not  exist.  In  essence,  commercial  banks  utilize  mortgage  banks  as  vehicles  for  residential 
lending  activities.  Banks  loan  these  firms  the  funds  they  need  to  operate,  and  they  allow  banks 
to  serve  the  residential  mortgage  markets  indirectly.  Mortgage  companies  are,  therefore, 
indirectly  benefiting  from  federal  deposit  insurance.  By  the  same  token,  depository  institutions 
are  financing  mortgage  loans  which  they  are  not  responsible  for  under  the  Community 
Reinvestment  Act. 
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There  are  two  specific  examples  of  where  mortgage  companies  are  primary  beneficiaries  of 
federal  government  subsidy  and  sponsorship.  First,  mortgage  banks  typically  do  much  more 
federally  insured  residential  lending  than  do  banks  and  thrifts.  In  the  Chicago  6-county  area, 
for  example,  mortgage  companies  not  owned  by  bank  holding  companies  originated  70  percent 
of  all  FHA  and  VA  loans  in  1992.  Therefore,  mortgage  companies'  business  depends  critically 
on  the  government-backed  credit  market. 

Second,  mortgage  companies  depend  heavily  upon  the  government-  sponsored  secondary 
markets.  Because  most  mortgage  companies  do  not  intermediate  over  time,  i.e.,  they  do  not 
hold  the  loans  they  make,  they  use  Fannie  Mae,  Freddie  Mac  and  Ginnie  Mae  to  ensure  their 
liquidity.  Even  the  largest  mortgage  companies  typically  do  not  hold  the  loans  they  originate. 
Fifty  percent  of  the  loans  Freddie  Mac  buys  are  purchased  from  mortgage  companies. 


Conclusion 

The  mortgage  banking  industry  is  critical  to  reinvestment,  the  industry's  record  is  less  than 
satisfactory,  and  the  logic  of  including  mortgage  companies  in  the  Community  Reinvestment  Act 
grows  stronger  every  year.  There  is  ample  ground  for  holding  these  important  lenders  to  the 
Community  Reinvestment  Act.  Indeed,  unless  CRA  is  expanded  to  mortgage  companies  some 
of  the  gains  the  CRA  has  already  accomplished  will  be  weakened  or  reversed. 


Woodstock  Institute,  407  S.  Dearborn,  Chicago,  II  60605  (312)  427-8070 
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Chairman  Edwards,  Representative  Hyde  and  Members  of  the 
Subcommittee,  thank  you  for  inviting  me  to  appear  before  you  today.   I 
welcome  the  opportunity  to  apprise  you  of  the  continuing  changes  at  HUD. 
I  am  honored  to  be  sharing  the  witness  table  with  my  colleague  from  the 
Department  of  Justice,  Deval  Patrick. 

This  is  an  exciting  time  for  fair  housing.  The  President  has  issued  an 
Executive  Order  requiring  all  Executive  Departments  and  federal  agencies 
to  join  together  to  assure  that  their  programs  affirmatively  further  fair 
housing.  He  has  ordered  HUD  to  promulgate  regulations  to  give  full  effect 
to  the  Fair  Housing  Act's  prohibition  on  mortgage  lending  discrimination 
and  property  insurance  discrimination.   He  has  convened  an  Interagency 
Task  Force  on  Fair  Lending,  which  has  for  the  first  time  issued  a  joint 
statement  of  policy  to  guide  the  industry  in  complying  with  fair  lending  law. 

Few  Secretaries  of  HUD  have  been  more  supportive  of  fair  housing 

and  equal  opportunity  than  Henry  Cisneros.  He  has  elevated  the  office  of 

Fair  Housing  to  stand  equal  with  the  other  program  offices.   While  overall 

staffing  for  the  Department  is  falling,  I  have  been  authorized  to  add  48  new 
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employees  to  my  operations  so  that  the  civil  rights  obligation  of  HUD  can 
be  more  faithfully  and  effectively  discharged. 

From  the  programmatic  perspective  as  well,  HUD  is  giving  given 
unprecedented  prominence  to  eliminating  discrimination  and  segregation, 
and  to  opening  up  access  to  housing  for  all  Americans.  All  of  HUD's  major 
initiatives  -  from  the  housing  reauthorization  bill  to  the  public  housing 
revitalization  program  to  the  Department's  Homeownership  2000  strategy  - 
incorporate  the  principles  of  fair  housing  and  elimination  of  discriminatory 
barriers. 


ENFORCEMENT  EFFORTS 

REORGANIZATION  OF  HUD'S  ENFORCEMENT  EFFORTS 

One  of  the  most  significant  changes  this  Administration  has  brought  to 

enforcement  of  the  Fair  Housing  Act  is  an  overhaul  of  HUD's  field 

operation.  Fair  housing  field  staff,  including  those  who  carry  out 

investigations  to  determine  if  the  Fair  Housing  Act  has  been  violated,  now 
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report  directly  to  HUD's  chief  civil  rights  enforcement  official.   In  the  past, 
fair  housing  field  personnel  reported  to  a  field  official  responsible  for 
HUD's  other  program  areas  and  without  civil  rights  expertise.   The 
restructuring  will  enable  the  office  of  Fair  Housing  and  Equal  Opportunity 
("FHEO")  to  provide  consistent  and  thorough  application  of  the  Fair 
Housing  Act,  and  ensure  a  high  priority  is  given  to  enforcement  matters. 
This  will  prove  especially  important  as  we  move  to  implement  insurance  and 
lending  regulatory  authority. 

Fair  housing  and  civil  rights  advocates  have  long  championed  a 
restructuring  of  the  Department's  system  for  making  determinations  of 
whether  or  not  a  Title  VIII  complaint  filed  by  a  private  party  should  be 
brought  to  a  hearing  or  to  trial.   This  system  will  be  completely  revamped  by 
the  end  of  this  month.   Authority  to  make  determinations  of  whether  there 
is  cause  to  believe  that  a  violation  of  Title  VIII  has  occurred  will  be  located 
in  the  Office  of  the  Assistant  Secretary  for  Fair  Housing  and  Equal 
Opportunity,  the  Department's  civil  rights  enforcement  official.   The  Office 
of  General  Counsel  will  continue  to  play  an  essential  role,  and  have 
concurrence  authority  in  these  determinations.   With  the  assistance  of 
counsel,  fair  housing  staff  will  begin  identifying  legal  issues  prior  to  the 
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commencement  of  investigations.   In  order  to  develop  a  consistent  system 
for  determining  whether  cause  exists  for  HUD  to  go  forward,  both  cause 
and  no  cause  cases  will  be  reviewed  in  Headquarters  before  a  charge  is 
issued.  When  officials  in  the  field  have  been  adequately  prepared  to  make 
these  decisions  based  on  a  nationally-consistent  model,  we  can  expect  to  see 
this  authority  delegated  to  the  field  staff. 


CASE  PROCESSING 

FHEO  operations  are  structured  to  ensure  the  capacity  to  enforce  the 
Fair  Housing  Act  for  all  protected  classes  ~  those  originally  protected  by  the 
Act  and  the  newly  protected  classes  of  familial  status  and  disability. 

There  is  no  question  that  race  and  national  origin  cases  are  being 
processed  and  investigated  aggressively  by  HUD,  nor  that  remedies  are 
being  sought  which  are  appropriate  to  the  facts  of  each  case  filed  with  the 
Department.   During  the  first  eleven  months  of  this  fiscal  year,  race  and 
national  origin  cases  constituted  59.3%  of  cases  filed  with  the  Department. 
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In  areas  where  the  Department  can  exercise  control  over  its 
complaints  —  that  is,  in  the  area  of  Secretary-initiated  complaints  ~  HUD 
has  initiated  action  against  two  large-scale  lenders  for  discrimination  based 
on  race  and  national  origin.  Two  additional  complaints,  one  involving  race 
and  national  origin,  the  other  race  only,  are  in  the  final  stages  of 
preparation.   Additionally,  HUD  and  the  Justice  Department  have  just 
advised  another  lender,  in  a  case  involving  racial  discrimination,  that  they 
are  undertaking  the  first  ever  joint  investigation  of  lending  activities. 

We  have  moved  aggressively  to  reduce  the  number  and  percentage  of 
cases  which  are  closed  administratively,  that  is,  without  a  finding  as  to 
whether  or  not  discrimination  has  occurred.   As  a  result  of  new  guidance, 
staff  training,  and  revisions  in  the  intake  process,  we  are  delighted  to  report 
a  significant  reduction  in  the  percentage  of  cases  closed  administratively  this 
fiscal  year.   We  anticipate  that  there  will  be  a  reduction  of  over  15%  in  such 
closures  nationally  by  the  end  of  the  fiscal  year.   Our  guidance  to  staff  has 
focused  on  clear  standards  and  criteria  for  those  limited  circumstances  in 
which  administrative  closures  are  permitted.   The  guidelines  state 
affirmatively  that  representatives  of  the  Department  should  not  attempt  to 


145 

encourage  or  persuade  a  complainant  to  withdraw  a  complaint  without 
resolution,  nor  to  encourage  off-the-record  settlements. 

Likewise,  we  are  reviewing  the  conciliation  process  to  ensure  that  it  is 
used  to  facilitate  voluntary,  mutually  beneficial  settlements.  We  are  working 
to  ensure  that  conciliation  efforts  are  effective  and  appropriate,  that  they 
are  made  at  the  appropriate  point  in  the  development  of  the  case,  and  that 
the  parties  understand  their  rights  and  responsibilities  in  the  conciliation 
process  and  have  enough  information  to  evaluate  their  options.   We  will 
issue  guidance  on  the  conciliation  process  this  fiscal  year,  to  be  followed  by 
staff  training. 


SIGNIFICANT  CASES 

As  HUD's  stance  in  Vidor,  Texas  shows,  instances  of  racial 
discrimination  in  housing  are  aggressively  pursued.   The  Department  won  a 
$300,000  judgment  against  a  resident  of  Vidor  public  housing  for  her  role  in 
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maintaining  segregation  in  the  projects.  A  complaint  against  Marie  Edith 
Johnson  for  her  barrage  of  racially  hostile  abuse  and  intimidation  resulted  in 
the  award  of  $175,000  in  damages  to  an  African-American  and  $125,300  to  a 
white  resident  who  had  been  harassed  because  of  his  friendship  with 
African-Americans.   At  the  same  time,  the  Department  withdrew 
management  from  the  housing  authority  that  had  failed  to  take  action  to 
eliminate  discrimination  in  its  program  or  to  alleviate  the  racially  hostile 
atmosphere.  Broad-based  investigations  of  patterns  of  racial  discrimination 
are  being  conducted  of  other  housing  authorities  today,  which  will  again 
address  and  correct  historic  and  systemic  patterns  of  discrimination. 

In  another  very  significant  case,  Secretary  of  HUD  v.  Mountain  Side 
Mobile  Estates  Partnership,  the  Department  overturned  the  verdict  reached 
by  an  administrative  law  judge  based  on  the  ALJ's  misapplication  of  the 
theory  of  disparate  impact.   The  Mountainside  case  involved  a  three  person 
per  unit  occupancy  limit  applied  in  a  formerly  "adults  only"  mobile  home 
park.   The  Secretary  found  that  the  occupancy  limit  created  a  disparate 
impact  on  families  with  children,  and  held  that  the  burden  shifted  to  the 
park  owners  to  show  that  the  occupancy  policy  was  a  "business  necessity". 
In  so  doing,  we  reversed  over  12  years  of  HUD  policy  requiring  a  showing 
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of  intent  in  order  to  prove  violation  of  the  Act.  The  Mountainside  decision 
is  consistent  with  the  recent  amendments  to  Title  VII,  and  the  interpretation 
of  Title  VIII  applied  by  most  of  the  federal  circuit  courts. 

Since  the  Mountainside  decision,  the  Department  has  provided 
guidance  and  training  on  the  applicability  and  contours  of  the  disparate 
impact  theory.  Virtually  all  relevant  staff  have  received  this  training. 

In  other  significant  ALJ  decisions,  HUD  obtained  an  award  of  more 
than  $95,000  in  damages  and  a  $4,500  civil  penalty  against  a  Utah  landlord 
who  indicated  racial  bias  toward  an  African-American  home-seeker 
(Secretary  of  HUD  v.  Aylett):   $100,000  in  damages  for  a  biracial  couple 
and  $25,000  in  civil  penalties  against  the  rental  manager  and  owners  of  a 
California  apartment  complex  who  had  engaged  in  a  public  campaign  to 
drive  the  African-American  tenant  out  of  the  unit  (Secretary  of  HUD  v. 
Tucker):  $25,000  in  damages  and  a  $3,500  civil  penalty  against  a 
condominium  association  that  refused  to  grant  a  mobility  impaired  resident's 
reasonable  requests  to  install  a  wheelchair  lift  and  wooden  ramps  (Secretary 
of  HUD  v.  Ocean  Sands):  $10,000  in  damages  and  a  $10,000  civil  penalty 
against  a  public  housing  authority  that  refused  to  provide  a  reserved  parking 
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space  as  a  reasonable  accommodation  for  a  mobility-impaired  tenant 
(Secretary  of  HUD  v.  Dedham  Housing  Authority);   $30,000  in  damages,  a 
$5,000  civil  penalty,  recordkeeping  requirements  and  a  requirement  to 
provide  fair  housing  education  for  employees  assessed  against  a  mobile 
home  park  that  refused  to  rent  a  unit  to  a  single  mother  and  her  two  young 
children  f Secretary  of  HUD  v.  Nelson  Mobile  Home  ParkV,  and  $25,000  in 
damages  plus  over  $23,000  in  attorneys  fees  to  a  tester  and  a  private  fair 
housing  organization  and  a  $10,000  civil  penalty  against  a  landlord  who 
published  discriminatory  advertisements  and  made  inquiries  of  potential 
tenants  regarding  their  race  and  familial  status  (Secretary  of  HUD  v. 
Jancik). 


IMPROVEMENTS  TO  HUD'S  CASE  PROCESSING  SYSTEM 

FHEO  is  engaged  in  an  ongoing  process  to  streamline  and  improve 

the  Department's  case  processing  operation.   As  the  effects  of  our  field 

reorganization  are  felt,  we  can  expect  measures  of  success,  including  meeting 

the  100-day  rule  —  the  Fair  Housing  Act  requirement  that  all  cases  be 

processed  within  100  days  absent  extraordinary  circumstances  -  will 
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improve.  The  Committee  should  be  aware,  however,  that  improving  the 
speed  of  resolutions  will  be  a  secondary  goal,  after  improving  the  quality  of 
investigations.  There  are  some  investigations,  such  as  of  mortgage  lending 
bias  or  insurance  redlining,  that  are  simply  too  complicated  to  be  completed 
within  a  three-month  timeframe. 

The  Office  of  Investigations  has,  however,  taken  several  actions  to 
process  cases  more  effectively.  First,  under  a  new  case  processing  structure, 
non-meritorious  cases  will  be  weeded  out  quickly,  freeing  staff  resources. 
Legal  counsel  will  be  involved  in  the  early  stages  of  case  development, 
reducing  the  time  needed  at  the  conclusion  of  the  investigation  for  review, 
drafting,  and  issuance  of  charges  by  counsel. 

Second,  the  Office  of  Investigations  requires  each  enforcement  office 
to  develop  a  plan  for  bringing  existing  cases  to  a  timely  conclusion.   Progress 
on  efforts  in  this  regard  will  be  monitored  as  part  of  management  oversight. 

Third,  high  level  staff  from  the  Office  of  Investigations  in  Washington 

are  visiting  enforcement  offices  to  review  all  cases  over  100  days  old.  Staff 

are  identifying  steps  necessary  to  complete  investigations  and  to  reach 
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appropriate  resolutions.   Three  visits  have  been  completed  and  seven  others 
will  take  place  within  the  next  few  months. 

Finally,  the  Office  of  Investigations  will  participate  in  a  Business 
Process  Reengineering  (BPR)  process  during  the  next  fiscal  year  to  improve 
the  effective  processing  of  cases.  The  BPR  should  result  in  greater 
efficiency  throughout  the  cycle,  less  time  devoted  to  unsubstantiated  claims 
and  better  data  collection  and  analysis. 


TRAINING 

It  is  a  priority  of  FHEO  to  provide  skills  training  for  investigative  staff. 
Over  the  past  year,  we  have  held  seven  training  events  for  fair  housing 
investigators  employed  by  HUD  and  the  "substantially  equivalent"  agencies 
that  enforce  the  Act  at  the  local  level. 

Particularly  noteworthy  was  the  joint  training  produced  by  the  Office 

of  General  Counsel  and  FHEO  which  was  presented  live  by  satellite  to 

FHEO  investigators  and  counsel  nationally  this  spring.   With  over  300 
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participants,  this  interactive  training  focused  on  current  critical  issues  in 
enforcement,  including  proof  of  fair  housing  violations,  standards  for  seeking 
prompt  judicial  action,  use  of  testing  to  aid  in  investigations,  new  and 
developing  issues  in  zoning  cases,  standing,  remedies,  and  disability  law. 
Presenters  included  attorneys  from  the  Department  of  Justice, 
representatives  from  the  National  Fair  Housing  Alliance  and  the  NAACP 
Legal  Defense  and  Education  Fund,  and  private  counsel,  as  well  as  senior 
HUD  staff. 

FHEO  has  also  presented  the  first  ever  week-long  training  on  intake 
to  40  intake  staff  and  supervisors.   The  goal  of  the  training  was  the 
development  of  sensitive  and  consistent  intake  procedures  and  analysis 
nationally.  Topics  presented  included  administrative  closures,  conducting 
and  documenting  the  intake  interview,  prompt  judicial  action  identification, 
handling  of  cases  requiring  prompt  processing,  identification  of  pattern  and 
practice  and  systemic  cases,  and  jurisdiction  under  the  Act  (including 
standing). 

Substantive  skills  training  was  provided  to  investigators  and 

Headquarters  FHEO  staff  on  mortgage  lending  discrimination  concepts  and 
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on  advanced  investigative  techniques  and  statistical  analysis  in  mortgage 
lending  cases.   Another  training  course  focused  on  application  of  the 
accessibility  guidelines  under  the  Fair  Housing  Act. 

Each  of  these  training  sessions  included  a  skills  session  on  analysis  of 
investigative  data  in  the  context  of  legal  theories  applicable  to  proving  Fair 
Housing  Act  violations,  adjusted  to  the  particular  topic  of  each  training 
course. 


GUIDANCE 

The  Department  has  changed  to  a  Notice  format  for  issuing  guidance 
to  the  field.   In  a  significant  change  from  past  practice,  the  Notices  are 
public  documents.   New  guidance  has  been  issued  on  administrative  closures 
in  Fair  Housing  Act  cases,  the  intake  process,  the  applicability  of  disparate 
impact  theory  to  Fair  Housing  Act  cases,  and  the  letter  which  gives  notice 
to  the  parties  when  an  investigation  within  100  days  is  impracticable. 
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Most  recently,  the  Department  issued  guidance  on  the  conduct  of 
investigations  when  First  Amendment  free  speech  rights  are  implicated.   The 
notice,  issued  on  September  2,  instructed  field  staff  on  how  to  proceed  when 
they  receive  a  complaint  against  neighbors  or  other  community  members 
based  on  their  statements  at  public  or  community  meetings,  dissemination  of 
flyers,  participation  in  public  debate,  and  filing  of  law  suits. 

HUD  will  not  accept  for  filing  any  complaint  based  on  private  citizen 
activities  that  are  directed  toward  achieving  action  by  a  governmental  entity 
or  official,  unless  the  activities  involve  force,  physical  harm,  or  a  threat  of 
either.   Further,  all  Title  VIII  complaints  based  on  allegations  of  coercion, 
intimidation,  and  interference  (Section  818  cases)  will  be  reviewed  in 
Headquarters  prior  to  filing.   While  this  level  of  scrutiny  is  not  necessary  at 
the  intake  stage  in  most  routine  Title  VIII  cases,  we  find  that  it  is  warranted 
in  these  situations  to  prevent  the  investigatory  process  itself  from  becoming 
a  deterrent  to  the  lawful  exercise  of  rights  protected  by  the  First 
Amendment. 

Guidance  in  active  preparation  includes  subjects  such  as  concurrent 
case  processing  (that  is,  the  processing  of  complaints  which  are  covered  by 
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more  than  one  civil  rights  law  enforced  by  the  Department),  identification 
and  investigation  of  systemic  and  pattern  and  practice  cases  and  revisions  to 
earlier  file  preparation  and  assembly  guidance  to  focus  more  on  substantive 
analysis  and  less  on  process. 

FHEO  is  also  developing  and  testing  models  for  effective  investigation 
and  analysis  of  mortgage  lending  data,  including  complex  statistical  analysis 
models  and  new  data  collection  techniques. 


ENFORCEMENT  STATISTICS 

During  the  first  three  quarters  of  this  fiscal  year,   administrative 
closures  in  Fair  Housing  Act  complaints  dropped  significantly,  from  48 
percent  to  30  percent  of  cases  closed.  The  overall  percentage  of 
administrative  closures  during  this  fiscal  year  is  expected  to  drop  even 
further. 

The  total  number  of  complaints  filed  during  the  same  period  dropped 
slightly,  from  10,110  in  1993  to  9,385  in  1994,  which  likely  reflects  more 
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effective  intake  procedures.     Conciliated  cases  rose  from  3009  to  3117,  and 
no  cause  findings  remained  about  the  same.   Findings  of  cause  by  HUD 
increased  dramatically,  from  201  cases  to  315  cases. 

While  these  numbers  do  not  yet  reflect  where  the  Department  would 
like  to  be,  they  demonstrate  significant  improvement  in  the  critical  areas  of 
effective  intake,  reduction  of  administrative  closures  and  increased  numbers 
and  percentages  of  cause  determinations.   Over  the  next  year,  the 
improvement  should  be  dramatic. 

During  the  period  from  August  31,  1993  to  August  30,  1994, 
complaints  alleging  discrimination  on  the  basis  of  race  were  48.2%  of  the 
complaints  filed,  up  from  47.3%  during  the  preceding  year.   Cases  based  on 
national  origin  were  down  slightly,  from  12.7%  in  the  previous  year  to  11.1% 
in  the  year  ending  August  30,  1994.  Complaints  alleging  discrimination  on 
the  basis  of  familial  status  were  also  down  slightly,  from  25.9%  in  the 
previous  year  to  25.1%  in  the  year  just  ended. 

We  have  found  that  racial  discrimination  cases  generally  result  in 

higher  damages  awards  and  civil  penalties  than  do  familial  status  cases.  Thus 
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in  the  three  ALJ  decisions  this  year  which  involved  racial  discrimination 

only,  ALJs  awarded  a  total  of  $402,800  in  compensatory  damages  and 

$54,500  in  civil  penalties.   In  the  four  cases  involving  only  familial  status, 

compensatory 

damages  totalled  $83,156  and  civil  penalties  totalled  $18,250. 


THE  FAIR  HOUSING  ASSISTANCE  PROGRAM 

There  are  currently  65  state  and  local  agencies  which  enforce  laws 
which  have  been  determined  to  be  substantially  equivalent  to  the  Fair 
Housing  Act.  These  agencies  receive  funding  from  HUD  through  the  Fair 
Housing  Assistance  Program  (FHAP).   Three  of  the  FHAP  agencies  have 
been  fully  certified  by  the  Department  as  "substantially  equivalent."  The 
performance  of  the  remaining  agencies  is  being  monitored  closely  by  the 
Department. 

The  Department  has  developed  an  on-going  training/technical 
assistance/performance  monitoring  process  to  ensure  that  state  and  local 
laws  are  vigorously  enforced.   Where  full  enforcement  is  not  occurring,  the 
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Department  will  advise  agencies  of  deficiencies  and  provide  technical 
assistance  to  improve  performance.   If  the  assistance  is  not  successful,  the 
Department  will  place  agencies  on  performance  improvement  plans,  suspend 
funding  and/or  deny  or  withdraw  certification.   Several  agencies  have 
already  been  placed  on  performance  improvement  plans  and  one  has  had 
funding  suspended,  pending  correction  of  deficiencies  in  case  processing.   In 
order  to  achieve  national  consistency  in  HUD's  monitoring  and  review 
process,  guidelines  to  HUD's  own  staff  have  been  issued.   Headquarters 
staff  have  also  been  participants  in  recent  performance  monitoring  visits,  to 
ensure  consistency  in  performance  evaluation. 

At  the  same  time,  the  Department  believes  that  training,  technical 

assistance  and  appropriate  funding  levels  are  necessary  to  ensure  the  most 

effective  levels  of  enforcement.   Some  significant  training  activity  for  the 

state/local  agencies  has  already  occurred,  including  a  national  conference 

last  summer  for  over  300  participants  on  investigative  skills  and  this  year's 

ten  conferences  at  the  field  level  on  enforcement  techniques.   Copies  of 

HUD's  own  training  will  be  provided  to  state/local  agencies  by  the  end  of 

the  fiscal  year,  including  an  abridged  intake  training  tape  and  copies  of  the 

joint  satellite  training  conducted  by  FHEO  and  the  Office  of  General 
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Counsel  on  critical  issues  in  fair  housing  enforcement  The  Department 
anticipates  that  it  will  continue  to  provide  enhanced  training  for  the 
agencies,  particularly  on  substantive  investigative  skills  and  case  review  and 
analysis. 

In  Fiscal  Year  1996,  the  Department  will  request  $15  million  for  the 
Fair  Housing  Assistance  Program.  This  request  -  more  than  double  last 
year's  —  anticipates  that  additional  agencies  will  seek  status  as  substantially 
equivalent  FHAP  agencies,  and  that  the  Department  will  provide  more 
effective  and  technologically  advanced  techniques  for  consultation  and 
technical  assistance. 

We  expect  to  revamp  the  mechanism  the  Department  currently  uses  to 

reimburse  state  and  local  agencies  for  case  processing.   Currently,  FHAP 

agencies  receive  a  flat  fee  of  $1300  per  case.  This  amount  is  clearly 

insufficient  for  many  of  the  complex  cases  being  handled  by  the  agencies, 

especially  where  depositions,  hearings  and  attorney  time  are  required.   A 

study  of  the  actual  costs  of  investigating  and  enforcing  these  cases  is  now 

underway;  we  anticipate  that  its  results  will  be  used  to  develop  a  more 

realistic  case  processing  reimbursement  mechanism. 
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Second,  the  investigatory  and  enforcement  tools  available  to  the 
agencies  will  be  upgraded.   Much  more  technical  assistance,  and  more 
sophisticated  assistance,  must  be  offered  through  the  FHAP  program  to 
improve  the  quality  of  enforcement  by  state  and  local  agencies. 
Implementation  of  technological  advances,  including  computer-based 
communications  between  the  agencies  and  HUD  and  sophisticated  case 
resource  systems,  are  necessary  to  provide  on-line  advice  and  monitoring  of 
substantive  enforcement  efforts.  A  computer-based  data  analysis  system  for 
mortgage  lending  cases  is  being  developed  for  use  by  the  Department  and 
FHAP  agencies,  for  example,  but  it  may  require  additional  computer 
hardware  and  software  for  the  FHAP  agencies.   Other  information-sharing 
systems  are  under  consideration. 

Third,  we  plan  to  provide  incentive  funds,  to  encourage  agencies  to 
develop  special  projects  geared  to  state  or  local  concerns,  to  undertake  new 
initiatives  in  enforcement,  or  to  subsidize  the  use  of  new  technologies  in 
smaller  jurisdictions. 
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The  additional  funding  will  help  bring  the  Department  fully  into 
partnership  with  the  state  and  local  agencies  which  share  our  goals  of  full, 
fair  enforcement  of  fair  housing. 


THE  FAIR  HOUSING  INITIATIVES  PROGRAM 

The  Fair  Housing  Initiatives  Program  (FHIP)  was  created  in  1987  to 
provide  support  for  private  fair  housing  organizations  engaged  in 
enforcement  and  public  information  efforts.   Recent  amendments  make  it 
possible  to  provide  multi-year  funding  for  high-quality  organizations,  and  to 
encourage  the  formation  of  new  organizations  in  areas  of  the  country  which 
have  not  been  served  by  the  non-profit  community.   We  are  revamping  the 
FHIP  program  to  take  full  advantage  of  these  legislative  changes. 

FHIP  has  also  benefitted  tremendously  by  a  retooling  known  as 

Business  Process  Reengineering  (BPR).   With  help  from  Price  Waterhouse, 

we  have  streamlined  the  process  for  awarding  FHIP  grants,  starting  with  the 

development  of  the  Notice  of  Funding  Availability  and  ending  with  the 

execution  of  grant  agreements.   When  fully  implemented,  the  redesign  will 
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result  in  an  overall  reduction  in  the  cycle  time  from  131  weeks  to  36  weeks; 
a  more  efficient  use  of  automation  to  streamline  application  handling;  a 
projected  five  year  cost  savings  of  over  $1.9  million;  and  a  more  proactive, 
customer-service  approach. 

This  effort  has  proved  so  successful  that  the  FHIP  BPR  team  has 
been  selected  to  receive  the  Price  Waterhouse  Worklight  Award.   The 
award  is  being  made  to  the  FHIP  team  based  on  its  creativity  and  customer- 
focus  in  identifying  opportunities  for  improving  the  program.   A  formal 
award  ceremony  is  scheduled  for  mid-October. 

The  results  of  our  reinvention  efforts  can  already  be  felt.   All  FY  1993 
grants  have  been  executed,  and  more  than  90  percent  of  FY  1994  grantees 
have  been  selected  for  funding.   The  remaining  FY  1994  grantees  will  be 
selected  during  the  first  quarter  of  FY  1995  and  all  funds  are  expected  to  be 
obligated  during  this  period.   During  this  fiscal  year,  162  FHIP  grants  were 
awarded.     Some  21  of  the  FY  1993  and  24  of  the  FY  1994  grants  will  go 
for  education  and  outreach  projects  and  a  total  of  24  new  FHIP  agencies 
will  be  created  through  the  Fair  Housing  Organizations  Initiative. 
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ACCESS  TO  HOMEOWNERSHIP  OPPORTUNITIES 

At  HUD,  creating  opportunity  for  more  Americans  to  own  their  own 
homes  is  an  overarching  priority.  Discrimination  in  the  provision  of 
mortgage  credit  and  property  insurance  are  particular  targets  of  our  efforts. 


FAIR  LENDING 

Discrimination  in  mortgage  lending  locks  minorities  out  of  the 

homeownership  market.   HUD's  American  Housing  Survey  data  show  that 

African-Americans,  Hispanic-Americans  and  Asian-Americans  all  have  lower 

homeownership  rates  than  whites.   Studies  by  the  Boston  Federal  Reserve 

Bank  and  independent  researchers  consistently  show  that  even  after  taking 

into  account  factors  such  as  income,  occupation,  housing  quality  and 

neighborhood,  the  loan  denial  rate  for  minorities  is  much  higher  than  for 

whites.   Discriminatory  lending  practices  not  only  reduce  opportunities  for 

minorities  to  live  in  the  home  and  the  neighborhood  of  their  choice,  but  also 

restrict  financial,  educational,  employment  and  social  opportunities  as  well. 

We  are  attacking  lending  discrimination  on  a  number  of  fronts. 
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ENFORCEMENT 


Enforcement  efforts  in  the  long-neglected  area  of  mortgage  lending 
discrimination  are  being  substantially  expanded,  in  collaboration  with  the 
Department  of  Justice  and  the  federal  banking  regulators.   HUD  has 
increased  its  enforcement  capacity  significantly  by  establishing  divisions  in  all 
ten  of  its  enforcement  centers  whose  sole  function  is  to  accept  and 
investigate  fair  housing  and  fair  lending  complaints.   Training  for 
investigators  is  being  expanded  to  include  instruction  on  banking  and 
lending  practices. 

Additionally,  in  November  1993,  HUD  entered  into  a  cooperative 
arrangement  with  the  Department  of  Justice  to  work  together  to  enforce  the 
fair  lending  laws.   The  agencies  have  begun  to  cooperate  on  investigations, 
share  information,  coordinate  the  use  of  investigatory  authorities  and 
resources,  and  conduct  joint  investigations. 

The  HUD  Mortgagee  Review  Board,  which  oversees  the  activities  of 
lenders  which  do  business  with  the  FHA,  is  stepping  up  its  enforcement 
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efforts  as  well.   It  has  become  more  active  in  recent  months  in  sanctioning 
HMDA  reporting  violations,  and  is  making  better  use  of  HUD  data  sources 
to  identify  possible  fair  lending  violations  by  mortgagees. 

HUD  has  used  its  authority  under  the  Fair  Housing  Act  to  issue 
"Secretary  Initiated  Complaints."  For  example,  I  recently  signed  a  complaint 
against  a  mortgage  company  with  $1  billion  a  year  in  annual  originations 
that  operates  in  11  states.  The  complaint  alleges  redlining  based  on  race 
and  national  origin  and  was  generated  through  a  joint  investigation  with 
HUD's  Office  of  Housing. 

The  FHIP  program,  which  funds  private  Fair  Housing  Act 
enforcement  efforts  by  non-profit  groups,  is  being  expanded  and  more 
emphasis  is  being  placed  on  lending  discrimination.  Funds  are  being  set 
aside  to  support  enforcement,  educational,  and  outreach  initiatives  related 
specifically  to  mortgage  lending  discrimination.  Congress  has  included  $26 
million  in  its  appropriations  bill  for  FHIP  in  fiscal  year  1995.  This  is  almost 
$6  million  above  the  FY  1994  level. 
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GUIDANCE  ON  FAIR  LENDING  STANDARDS 

A  new  mortgage  lending  unit  has  been  established  within  FHEO 
which  will  deal  exclusively  with  fair  lending  policy,  an  enforcement  issue 
under  the  Fair  Housing  Act  that  has  long  been  neglected.  The  first  major 
task  of  this  new  unit  is  to  develop  substantive  regulations  in  the  area  of 
lending  discrimination  which  will  clearly  delineate  practices  and  procedures 
prohibited  under  the  Fair  Housing  Act,  list  factors  that  will  be  considered  in 
making  determinations  under  the  Act,  describe  the  evidence  needed  to 
prove  discrimination,  and  outline  the  remedies  that  may  be  required  to 
address  past  patterns  of  lending  discrimination.   In  developing  the 
regulation,  I  will  conduct  a  series  of  hearings  across  the  country,  to  gather 
input  from  the  public,  the  advocacy  community  and  the  industry.   We  plan 
to  issue  a  proposed  regulation  by  then  end  of  1995. 

On  April  15,  1994,  a  joint  Policy  Statement  on  Discrimination  in 

Lending  was  issued  by  HUD,  the  bank  regulatory  agencies  and  the 

Department  of  Justice.   This  statement  describes  the  general  principles  the 

agencies  will  consider  to  identify  lending  discrimination  in  violation  of  the 

Equal  Credit  Opportunity  Act  and  the  Fair  Housing  Act.   The  Interagency 
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Task  Force  on  Fair  Lending,  the  body  that  issued  the  Statement,  is 
analyzing  the  comments  received  from  the  public  on  the  Statement,  and 
plans  to  issue  further  guidance  in  the  months  ahead.  The  Task  Force  is  also 
working  to  improve  coordination  and  cooperation  in  the  enforcement  efforts 
of  the  various  agencies. 


VOLUNTARY  BEST  PRACTICES  AGREEMENTS 


Beyond  effective  enforcement,  the  Department  believes  much  can  be 
done  to  harness  the  energy  of  industry  and  government  to  work  together 
voluntarily  to  make  the  dream  of  homeownership  a  reality  for  more  people. 


Through  voluntary  agreements,  we  forge  a  new  standard  for  incorporating 
affirmative  fair  lending  policies  and  practices  into  the  everyday  practice  of 


mortgage  lending  companies.   We  also  create  a  structure  to  review  changing 


industry  practices  to  ensure  that  homeownership  opportunities  are  extended 
broadly  and  without  discrimination,  without  compromising  safety  and 
soundness. 
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HUD  signed  an  historic  master  fair  lending/best  practices  agreement 
with  the  Mortgage  Bankers  Association  earlier  this  month.   The  MBA 
agreement  obligates  the  trade  association  to  provide  technical  support  for 
fair  lending  initiatives,  and  to  encourage  member  companies  to  sign 
individual  agreements  with  the  Department.   The  Department  has  already 
reached  agreement  with  the  first  of  MBA's  3,000  members,  and  expects 
many  more  accords  to  be  signed  in  the  months  ahead.   The  agreements  will 
include  performance  targets,  seeking  an  increase  in  mortgage  loans  to  low 
income  and  minority  borrowers.   They  will  in  most  cases  require  lenders  to 
institute  second  look  review  programs  for  applications  that  are  initially 
rejected,  as  well  as  state-of-the-art  fair  lending  auditing  systems  to  ensure 
that  applicants  are  treated  fairly. 


FEDERAL  HOUSING  ADMINISTRATION  PRACTICES 

HUD  is  in  the  process  of  reviewing  Federal  Housing  Administration 

(FHA)  underwriting  standards  and  business  practices  to  ensure  that  policies 

put  in  place  to  protect  the  financial  strength  of  the  FHA  fund  also 

affirmatively  promote  access  to  homeownership  for  minorities  and  other 
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protected  classes.  HUD  commenced  the  first  phase  of  the  review  in  June  by 
convening  a  working  group  composed  of  fair  lending  advocates  and 
representatives  of  the  lending  and  housing  industries. 

The  Federal  Housing  Commissioner  has  officially  notified  all  FHA- 
approved  mortgagees  of  the  Department's  current  fair  lending-related 
requirements,  including  compliance  with  Home  Mortgage  Disclosure  Act 
(HMD A)  reporting,  second  reviews  of  rejected  loans,  and  prohibitions  on 
certain  tiered  pricing  and  minimum  mortgage  amounts.   On-site  reviews  of 
FHA-approved  mortgagees  now  incorporate  heightened  attention  to 
compliance  with  fair  lending  requirements,  and  HUD's  Mortgagee  Review 
Board  is  targeting  FHA-approved  mortgage  lenders  that  fail  to  provide 
timely  and  accurate  reporting  under  the  HMD  A. 


GOVERNMENT  SPONSORED  ENTERPRISES 

In  its  role  as  the  programmatic  regulator  of  the  government  sponsored 
enterprises  (GSEs),  Fannie  Mae  and  Freddie  Mac,  HUD  is  working  to 
ensure  that  the  secondary  mortgage  market  does  not  create  barriers  to  free 
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and  full  housing  choice.   Annual  housing  goals  will  increase  the  GSEs' 
activities  in  "underserved"  neighborhoods,  and  will  require  GSEs  to  purchase 
mortgages  that  benefit  both  low-income  homebuyers  and  renters.   HUD  is 
promulgating  regulations  to  describe  actions  GSEs  must  take  to  assure  that 
there  is  no  discrimination  in  the  purchase  of  housing  loans.   In  addition, 
HUD,  consistent  with  statute,  will  review  the  GSEs'  underwriting  practices 
to  determine  whether  they  affirmatively  further  fair  housing  goals. 


DATA  ON  MORTGAGE  LENDING  PRACTICES 

HUD  has  developed  the  Mortgage  Lending  Information  System 

(MLIS).   This  system,  which  becomes  operational  next  month,  permits  the 

user  to  overlay  census  data  with  Home  Mortgage  Disclosure  Act  data.  Each 

FHEO  field  office  will  have  the  ability  to  access  data  on  virtually  any  lender, 

and  to  generate  44  different  types  of  reports  in  seven  subject  areas.   The 

system  will  provide  easy  access  to  a  relatively  sophisticated  analysis  of 

indicators  of  redlining,  and  will  provide  a  market  share  analysis  and  a 

rninimum  loan  amount  analysis.   The  MLIS  system  will  be  upgraded  later  in 

the  fiscal  year  to  install  a  mapping  capability,  enabling  users  to  plot  the 
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location  of  loan  applications  and  loan  approvals  on  maps  that  also  show  the 
racial  composition  of  the  area  by  census  tract.   Users  will  continue  to  be 
added  to  the  system  as  it  progresses. 


INSURANCE  DISCRIMINATION 

In  addition  to  a  dedicated  mortgage  lending  staff,  I  have  established  a 

special  office  to  handle  property  insurance  issues  arising  under  the  Fair 

Housing  Act.  This  office  is  working  closely  with  insurance  companies  and 

agents,  industry  trade  associations,  state  insurance  commissioners,  consumer 

advocates,  and  civil  rights  organizations  to  develop  regulations  which  will 

describe  the  policies  and  practices  prohibited  by  the  Fair  Housing  Act.   An 

Advanced  Notice  of  Proposed  Rulemaking  was  published  in  consultation 

with  the  Department  of  Justice,  the  Department  of  Commerce,  and  the 

White  House  which  outlines  our  initial  thinking  on  the  content  of  the  rule. 

We  are  soliciting  public  comment  through  a  series  of  administrative 

hearings,  the  first  of  which  was  held  in  Chicago  last  month.   Subsequent 

hearings  will  be  held  in  San  Francisco,  Atlanta,  Washington  and  Boston.  We 

expect  to  publish  final  regulations  next  year. 
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OTHER  CROSS-CUTTING  ISSUES 

On  Martin  Luther  King's  birthday,  President  Clinton  issued  an 
executive  order  to  affirmatively  further  fair  housing.   The  order  created  a 
cabinet-level  council  to  implement  the  order,  and  charged  the  Secretary  of 
HUD  with  the  leadership  role  for  the  Federal  Government.   But  he  also 
directed  the  Secretary  to  assure  that  HUD's  own  house  was  in  order.   HUD 
was  already  in  the  process  of  a  comprehensive  review  of  our  major  policies 
to  affirmatively  further  fair  housing.   This  involves  three  major  areas:  fair 
housing  planning,  site  and  neighborhood  standards  and  affirmative 
marketing. 


THE  PRESIDENT'S  FAIR  HOUSING  COUNCIL 

Executive  Order  12892,  creates  the  President's  Fair  Housing  Council. 

The  Council  is  chaired  by  the  HUD  Secretary  and  is  composed  of  the  heads 

of  all  of  the  federal  agencies  which  play  a  role  in  housing  -  Secretaries  of 

the  domestic  Cabinet  departments,  the  Department  of  Defense  and  the 
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federal  financial  regulatory  agencies.  The  Council's  role  is  to  seek  broader 
compliance  with  the  Fair  Housing  Act's  imperative  to  affirmatively  further 
fair  housing  through  federal  actions.  Its  responsibilities  include  to  review 
the  design  and  delivery  of  all  Federal  programs  and  activities  to  ensure  that 
they  support  a  coordinated  strategy  to  affirmatively  further  fair  housing;  to 
propose  revisions  to  existing  programs  and  activities;  to  develop  a  pilot 
program  in  one  or  more  metropolitan  areas  which  uses  a  coordinated, 
interagency  approach  to  enhancing  fair  housing  opportunities;  and  to 
propose  new  programs  and  activities  as  necessary. 

Planning  is  well  underway  for  a  January,  1995  meeting  of  the 
President's  Fair  Housing  Council.  A  policy  group,  consisting  of  assistant 
secretaries  and  their  counterparts  at  the  various  agencies  met  in  June.  Since 
that  time,  a  staff  working  group  has  begun  the  task  of  reviewing  the  housing 
and  urban  development-related  programs  in  each  of  the  member  agencies. 
In  consultation  with  a  nationally-known  pool  of  urban  policy  experts,  the 
group  is  putting  together  strategies  for  affirmatively  furthering  fair  housing 
through  the  current  operations  of  the  member  agencies,  and  developing  a 
proposal  for  the  pilot  program. 
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FAIR  HOUSING  PLANNING 

In  1983,  Congress  amended  HUD's  Community  Development  Block 
Grant  legislation  to  require  a  certification  satisfactory  to  the  Secretary  that 
the  grant  will  be  conducted  and  administered  in  conformity  with  Title  VI  of 
the  Civil  Rights  Act  of  1964  and  Title  VIII  of  the  Fair  Housing  Act  of  1968 
and  that  the  grantee  will  "affirmatively  further  fair  housing."   In  1988,  the 
Department  established  fair  housing  review  criteria  for  CDBG  which 
described  the  kinds  of  activities  HUD  would  deem  acceptable  in  reviewing  a 
grantee's  compliance  with  its  civil  rights  certifications. 

The  Fair  Housing  Planning  requirements,  to  be  published  as  proposed 
regulations  later  this  fall,  will  require  all  communities  to  conduct  an  Analysis 
of  Impediments  to  Fair  Housing  and  take  appropriate  actions  to  eliminate 
the  impediments.   During  the  comment  period,  we  will  conduct  six  symposia 
across  the  country  to  help  acquaint  our  recipients  and  fair  housing 
advocates  with  the  regulation  and  to  seek  their  comments  for  strengthening 
and  improving  the  proposal. 

SIGNIFICANT  SERVICES  AND  FACILITIES 
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The  Department  will  be  issuing  regulations  to  further  define  the  Fair 
Housing  Act's  exemption  to  the  general  prohibition  on  discrimination 
against  families  with  children.   The  housing  for  older  persons  exemption 
contains  a  rather  complex  formulation:   it  requires  either  that  a  housing 
development  be  restricted  to  persons  over  62,  or  that  it  house  mainly 
persons  55  and  older  and  provide  "significant  facilities  and  services 
specifically  designed  to  meet  the  physical  or  social  needs  of  older  persons." 
HUD  has  issued  a  proposed  rule,  and  is  currently  receiving  comments.   To 
ensure  that  we  have  the  broadest  possible  exposure  to  public  opinion  and 
experience,  I  am  personally  visiting  developments  and  mobile  home  parks 
across  the  country,  and  holding  very  well-attended  public  hearings.   So  far,  I 
have  met  with  some  1000  concerned  citizens  in  southern  California  and 
almost  3000  in  Tampa,  Fla.   I  will  soon  travel  to  Phoenix  and  the  State  of 
Washington  where  all  day  hearings  are  scheduled. 

The  many  conversations  and  meetings  with  the  residents  of 

communities  seeking  the  elderly  housing  exemption  have  been  instructive. 

The  hearings  and  informal  outreach  have  provided  comfort  to  many  elderly 

residents  who  mistakenly  believed  that  the  requirement  for  significant 

facilities  would  result  in  the  loss  of  their  homes  or  severe  disruption  of  their 
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lifestyles.   It  is  not  our  interpretation,  nor  do  we  believe  it  was  Congress' 
intention,  that  the  significant  facilities  rule  be  so  stringent  that  only 
communities  modeled  on  nursing  homes  or  luxury  retirement  resorts  would 
pass  muster.  The  final  rule  should  be  expected  to  further  clarify  a  very 
reasonable  standard  -  that  housing  for  older  persons  must  serve  the  realistic 
needs  of  older  residents,  and  not  merely  exclude  young  families  with 
children. 


SITE  AND  NEIGHBORHOOD  STANDARDS 

The  Department  began  enforcing  site  and  neighborhood  standards  in 
the  early  1970s.  Standards  were  developed  in  response  to  a  lawsuit  that 
required  HUD  to  systematically  assess  the  social  and  racial  impact  of  siting 
subsidized  housing  in  a  particular  community.  The  standards  developed  by 
the  Department  prohibited  "undue  concentration"  of  assisted  housing  in 
poor  neighborhoods,  and  required  assisted  housing  projects  to  be  built 
outside  of  areas  of  minority  concentration  unless  "sufficient  and  comparable" 
housing  opportunities  were  already  available  in  non-minority  neighborhoods 
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or  there  was  an  "overriding  need"  for  assisted  housing  in  the  minority 
neighborhood. 

Vast  changes  to  the  demographic  makeup  of  urban  areas,  the  scale  of 
assisted  housing  construction  and  the  structure  of  housing  assistance 
programs  make  a  review  of  this  policy  timely.   Many  have  found  that  the 
current  site  and  neighborhood  standards,  though  well-intentioned,  act  to 
unduly  impede  construction  of  viable  housing  which  would  enhance 
economic  development  efforts  in  minority  or  low  income  communities.   We 
believe  that  our  new  policy  will  assure  that  all  races  have  more  open  access 
to  new  subsidized  housing  and  assure  that  the  neighborhoods  where  the 
housing  is  constructed  provide  decent  schools,  shopping,  public 
transportation  and  economic  access. 


AFFIRMATIVE  MARKETING 

Affirmative  marketing  was  another  major  civil  rights  policy  adopted  by 

HUD  in  the  early  1970s.   It  required  that  developers  of  insured  and 

subsidized  housing  conduct  special  marketing  efforts  to  attract  members  of 
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racial  and  ethnic  groups  who  were  not  likely  to  apply  for  tenancy  because  of 
the  location  of  the  housing.  Recent  reviews  of  this  policy  suggest  that  it  is 
largely  process  driven.   The  Department  is  now  exploring  options  for 
revising  this  process. 


DISCRIMINATION  IN  HUD  PROGRAMS 

Title  VIII  is  not  the  only  tool  available  to  protect  the  civil  rights  of 
individuals  assisted  by  HUD.   FHEO  also  is  responsible  for  enforcing  Title 
VI  of  the  Civil  Rights  Act  of  1964  for  programs  receiving  HUD  funding, 
Section  109  of  the  Housing  and  Community  Development  Act  of  1974 
(CDBG),  the  Age  Discrimination  Act  of  1975,  Section  504  of  the 
Rehabilitation  Act  of  1973,  and  Title  II  of  the  Americans  with  Disabilities 
Act  of  1990  as  it  covers  housing  the  activities  of  state  and  local 
governments. 

We  at  HUD  are  taking  a  number  of  very  significant  steps  to  vigorously 
uphold  our  obligation  to  "affirmatively  further"  fair  housing  in  programs  and 
policies  under  HUD  control.   I  have  established  a  new  office  within  FHEO, 
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the  Office  of  Program  Compliance  and  Disability  Rights,  and  have  added 
attorneys  to  the  staff  to  oversee  the  litigation  efforts  and  to  coordinate 
efforts  to  design  and  implement  remedial  measures  for  civil  rights  violations. 


PROGRAM  COMPLIANCE 

The  Office  of  Program  Compliance  and  Disability  Rights  is  responsible 
for  providing  technical  guidance  to  our  field  offices  and  the  public; 
coordinating  and  monitoring  enforcement  activities  nationwide  for  quality 
and  consistency;  and  directing  national  enforcement  efforts.   The  office 
processes  Title  VI  complaints  and  Title  VIII  complaints  filed  against 
recipients  of  federal  funds,  and  performs  compliance  reviews. 

The  office  has  been  successful  in  resolving  a  number  of  matters 

brought  to  the  Department's  attention  through  complaints  or  through  our 

own  reviews.   For  instance,  it  settled  a  section  504  disability  complaint 

against  a  New  England  housing  authority  by  reopening  the  Section  8 

application  process  and  ensuring  that  persons  with  visual  and  hearing 

impairments  receive  information  about  the  availability  of  assistance.   It 
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forced  two  southern  public  housing  authorities  to  change  policies  which 
steered  applicants  to  housing  developments  where  their  race  predominated. 
Additionally,  in  a  case  where  a  courthouse  had  been  constructed  with  HUD 
community  development  funds,  the  office  obtained  an  agreement  that  the 
court  would  provide  services  to  ensure  that  hearing-impaired  persons  could 
use  the  judicial  system. 


CIVIL  RIGHTS  LITIGATION 

One  of  the  hallmarks  of  this  Administration  at  HUD  is  the  effort  to 
assure  that  fair  housing  goals  infuse  all  Department  programs.     Where  it 
comes  to  the  Department's  attention  that  its  programs  may  be  operating  in 
violation  of  the  civil  rights  laws,  all  efforts  are  made  to  remedy  the  violation 
in  a  manner  that  redresses  the  wrong  and  provides  a  framework  for  future 
compliance  with  the  law.  To  this  end,  the  General  Counsel  and  HUD 
assistant  secretaries  have  been  instructed  that  when  HUD  is  sued  for  civil 
rights  violations  in  its  programs,  to  seek  settlement  of  legitimate  claims.  This 
approach  represents  a  change  for  HUD.   In  the  past,  civil  rights  litigation 
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filed  against  the  Department  was  often  met  with  a  vigorous  defense  and  a 
strategy  of  pursuing  a  lengthy  set  of  appeals. 

There  are  currently  over  a  dozen  legal  actions,  or  threatened  actions, 
pending  against  HUD.  Many  involve  allegations  of  systematic  racial 
segregation  in  housing  receiving  HUD  assistance.   We  have  settled  several 
cases,  including  one  in  Omaha,  Nebraska,  and  are  narrowing  the  differences 
in  a  number  of  other  cases  including  the  Young  litigation  in  East  Texas.  Just 
last  week,  HUD  reached  settlement  of  a  major  case  in  Allegheny  County, 
Pennsylvania,  which  I  believe  provides  a  valuable  prototype  for  resolution  of 
future  cases. 

In  Sanders  v.  HUD,  a  class  of  African-American  residents  and 
applicants  for  public  housing  filed  suit  against  HUD,  the  county,  the  county 
housing  authority  and  the  redevelopment  authority  for  the  county.  The  suit 
alleged  that  each  of  the  defendants  had  played  a  role  in  the  establishment 
of  de  jure  racial  segregation  in  public  and  other  federally  assisted  housing 
and  residential  housing  patterns  in  the  area  surrounding  Pittsburgh.   It 
further  alleged  that  each  defendant  had  failed  to  disestablish  and  had 
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perpetuated  the  racial  segregation,  in  violation  of  the  Fifth  and  Fourteenth 
Amendments,  Title  VI,  Title  VIII,  and  other  federal  statutes. 

An  agreement  earlier  this  month  will  set  into  motion  a  comprehensive 
desegregation  of  the  county's  public  housing  program.  Through  increased 
enforcement,  regional  planning,  and  changes  in  the  way  resources  are 
allocated,  the  agreement  will  foster  a  permanent  change  in  the  housing 
patterns  in  this  geographically  diverse  area. 

The  agreement  sets  up  a  fair  housing  services  center  to  foster  mobility 
within  the  county.  The  center  will  administer  the  placement  of  applicants  for 
public  housing  and  other  types  of  assisted  housing  in  the  county.  It  will 
recruit  private  landlords  and  owners  of  assisted  housing  to  encourage  them 
to  accept  applicants  referred  by  the  center  and  provide  applicants  with 
mobility  counselling  and  supportive  services,  such  as  group  move-ins,  escort, 
and  information  about  educational  and  employment  opportunities. 

HUD  will  provide  450  additional  Section  8  certificates  to  class 

members  in  order  to  provide  desegregative  housing  opportunities. 

Recipients  of  these  certificates  will  receive  mobility  counselling  to  enable 
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them  to  use  them  to  access  housing  in  neighborhoods  where  their  race  does 
not  predominate.   Certain  segregated  and  obsolete  public  housing  projects 
will  be  demolished,  and  replacement  units  will  be  developed  in  non- 
impacted  areas  of  the  county.  HUD  will  fund  the  demolition  and 
replacement  costs  through  its  development  program. 

The  PHA  will  target  a  substantial  portion  of  its  modernization  funds 
to  improving  the  quality  of  the  housing  in  predominantly  African-American 
developments.   This  will  entail  a  significant  shift  in  priorities,  since  much  of 
this  housing  has  been  allowed  to  run  down.   The  County  will  set-aside  25% 
of  its  CDBG  grant  to  be  allocated  by  a  task  force  to  foster  desegregation  in 
the  communities  where  African-American  public  and  assisted  housing  has 
been  concentrated.   The  county  will  also  devote  a  significant  amount  of 
money  under  its  administrative  and  public  services  caps  to  fair  housing 
activities  in  furtherance  of  the  remedy. 

Through  the  litigation,  it  is  HUD's  goal  to  redirect  resources  to  foster 

integration  in  its  programs  and  to  and  provide  housing,  infrastructure  and 

other  goods  and  services  on  an  equal,  non-racial  basis.   While  the 

courtroom  may  not  be  the  ideal  setting  for  developing  policy,  it  does  provide 
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the  catalyst  in  certain  instances  for  needed  changes.   In  fashioning  our 
response  to  the  legitimate  demands  of  litigants,  we  seek  to  use  those 
resources  available  to  us  to  provide  effective,  sustainable  solutions  to 
longstanding  civil  rights  problems. 
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Office  of  Thrift  Supervision 

B     Department  of  the  Treasury  Dnecun 

I/C/5JI . 

M       1 700  G  Street.  N.W  ,  Wa»hinRti>n.  D.C    20552  •  (202)  906-6590 

September  27,  1994 


The  Honorable  Joseph  P.  Kennedy,  II 

Chairman 

Subcommittee  on  Consumer  Credit 

and  Insurance 
Committee  on  Banking,  Finance 

and  Urban  Affairs 
U.S.  House  of  Representatives 
Washington,  D.C.   20515 

Dear  Mr.  Chairman: 

Thank  you  for  the  opportunity  to  submit  a  written  statement 
for  the  record  in  connection  with  your  September  28,  1994  hearing 
on  the  community  investment  practices  of  mortgage  banks. 

Enclosed  is  a  copy  of  a  speech  I  made  before  the  Michigan 
League  of  Savings  Institutions  on  July  19,  1994.   In  this  speech, 
I  noted  that  the  Community  Reinvestment  Act,  when  enacted  in  1977, 
covered  institutions  that  were  responsible  for  four-fifths  of  the 
residential  mortgage  lending  in  this  country.   Today,  by  contrast, 
the  majority  of  mortgage  loans  are  made  by  entities  such  as 
mortgage  bankers  and  credit  unions  not  covered  by  CRA.   To  the 
extent  that  such  institutions  benefit  directly  or  indirectly  from 
government  programs,  I  asked  in  the  speech  whether  such 
institutions  should  not  also  be  required  to  demonstrate  their 
commitment  to  meeting  the  legitimate  credit  needs  of  their  local 
community  on  a  nondiscriminatory  basis.   The  speech  outlined  a 
broad,  conceptual  plan  developed  by  OTS  staff  for  extending  basic 
community  investment  obligations  to  entities  that  wish  to 
voluntarily  sell  loans  to  government-sponsored  entities, 
principally  the  Federal  Home  Loan  Mortgage  Corporation  (FHLMC)  and 
the  Federal  National  Mortgage  Association  (FNMA) .   As  I  explained 
in  my  letter  to  you  dated  September  12,  1994,  we  continue  to 
discuss  this  plan  internally  and  with  outside  organizations 
representing  both  the  public  and  private  sectors. 

Although  we  have  not  yet  had  the  opportunity  to  fine-tune  our 
concept,  we  are  revisiting  certain  aspects  of  it.   For  example, 
one  of  the  primary  elements  of  the  plan  involved  placing 
responsibility  on  the  FHLMC  and  FNMA  for  developing  community 
lending  guidelines  and  administering  those  guidelines.  We  are 
reconsidering  whether  it  is  appropriate  for  the  FHLMC  and  FNMA  to 
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be  directly  responsible  for  administering  community  lending 
guidelines  among  their  sellers,  or  whether  it  may  be  more  sensible 
for  a  governmental  regulatory  body  such  as  HUD  to  set  standards 
and  implement  them. 

We  will  be  pleased  to  keep  you  informed  of  the  progress  we 
are  making  on  refining  our  plan. 


4£  ~{      XajJLbz^ 


Jonathan  L.  Fiechter 
Acting  Director 


Enclosure 
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REMARKS  BY 

JONATHAN  L.  FIECHTER 

ACTING  DIRECTOR 

OFFICE  OF  THRIFT  SUPERVISION 

BEFORE  THE 

MICHIGAN  LEAGUE  OF  SAVINGS  INSTITUTIONS 

JULY  19,  1994 


I  appreciate  the  invitation  to  speak  at  your  conference.   Since  I  spoke  at 
this  meeting  three  years  ago,  several  significant  issues  have  risen  to  the 
forefront  of  thrift  regulation.    These  include  the  rapid  recapitalization  of  BIF 
(and  the  implications  for  BIF  and  SAIF  premiums  going  forward),  issues 
surrounding  mutual-to-stock  conversions,  the  ongoing  effort  to  revise  our 
Community  Reinvestment  Act  regulations,  and  heightened  concern  over  fair 
lending  enforcement. 

In  my  remarks  today,  I  will  be  addressing  the  Community  Reinvestment 
Act  ~  a  topic  that  is  receiving  significant  attention  in  Washington.    First,  I  will 
review  recent  preliminary  thrift  HMDA  results.    Second,  I  will  review  our 
current  effort  to  reform  the  CRA  regulations.    Finally,  I  will  outline  a  new  idea 
about  helping  to  meet  community  credit  needs. 

The  vital  role  that  credit  plays  in  our  economy  cannot  be  underestimated. 
Credit  is  an  engine  for  economic  growth  and  revitalization.    Businesses  need 
credit  to  expand;  consumers  need  credit  to  obtain  goods  and  services;  families 
need  credit  to  purchase  housing;  and  communities  need  credit  to  fund  the 
development  and  maintenance  of  their  infrastructure. 

As  a  result,  over  the  years,  the  Congress  has  devoted  considerable 
legislative  time  to  the  provision  of  credit  to  various  sectors.   Many  of  our 
current  laws  have  as  their  objective  ensuring  access  to  credit.    One  of  my  first 
assignments  in  the  early  1970s,  when  I  was  a  financial  economist  in  the 
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Treasury  Department,  was  to  catalogue  the  numerous  federal  credit  programs 
affecting  virtually  every  sector  of  the  economy. 

Both  the  fair  lending  laws  and  the  Community  Reinvestment  Act  have  an 
underlying  economic  purpose,  as  well  as  the  more  commonly  understood  social 
purpose.   Government  programs,  such  as  the  FHA  and  VA  insurance  programs, 
GNMA,  and  the  government-sponsored  enterprises,  such  as  FNMA  and 
FHLMC,  were  created  to  increase  the  flow  of  credit  to  the  housing  sector, 
particularly  affordable  housing.  But  these  government  programs  alone  are  not 
enough.    Private-sector  lenders,  in  conjunction  with  state  and  federal  housing 
programs,   are  the  linchpins  in  this  process.   Thrifts  are  an  important 
component. 

REVIEW  OF  RECENT  HMD  A  DATA 

The  1992  data  and  the  preliminary  1993  HMD  A  data  for  thrifts  show  a 
pattern  of  increased  lending  to  the  target  populations.    For  example,  the  number 
of  conventional  home  mortgage  loans,  exclusive  of  refinancings,  made  by  thrifts 
to  low-  and  moderate-income  borrowers  increased  last  year  by  over  18%  from 
1992.     This  occurred  despite  a  reduction  in  the  overall  conventional  lending 
market  share  of  thrifts  of  about  6%.   When  refinancings  are  thrown  into  the 
mix,  the  number  of  conventional  home  mortgage  loans  made  by  thrifts  to  low- 
and  moderate-income  families  increased  by  20%  from  1992's  figures.    Overall, 
the  thrift  market  share  for  all  conventional  mortgage  lending  is  21%,  but  24% 
for  loans  made  to  low-  and  moderate-income  families.   This  tells  me  that  even 
though  the  thrift  market  share  has  declined  somewhat,  the  commitment  to  this 
low-  and  moderate-income  segment  of  the  market  has  not.   The  statistical  data 
is  generally  consistent  with  the  premise  that  thrifts  are  working  effectively 
towards  meeting  their  CRA  obligations. 
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CURRENT  STATUS  OF  THE  CRA  REFORM  EFFORT 

The  Challenge 

Notwithstanding  this  positive  trend,  we  are  exploring  options  to  improve 
the  regulatory  framework.   As  you  know,  OTS  and  the  other  three  banking 
agencies  have  been  working  together  to  reform  the  CRA  regulations  since  last 
July  when  President  Clinton  asked  that  we  improve  our  implementation  of  the 
CRA.    Our  primary  goal  is  to  develop  a  regulation  that  makes  CRA  more 
performance-oriented  and  that  focuses  our  CRA  evaluations  on  precisely  how 
well  institutions  are  serving  the  credit  needs  of  their  communities. 

This  is  not  an  easy  task  as  the  thousands  of  comment  letters  we  have 
received  point  out  in  great  detail.   In  that  regard,  I  want  to  thank  those  thrift 
management,  including  many  in  this  room,  for  providing  thoughtful  and 
comprehensive  comments  on  the  CRA  proposal. 

Our  challenge  now  is  to  develop  a  framework  that  recognizes  that  neither 
institutions  nor  communities  are  homogeneous.    Each  bank  or  thrift  may  serve 
its  community  in  different  ways  depending  on  the  unique  needs  and 
characteristics  of  the  community.   One  of  the  lessons  we  learned  in  our  public 
CRA  hearings  last  fall  was  that  the  needs  of  individuals  in  towns  such  as  Indian 
Wells,  Arizona,  are  quite  different  from  those  of  Hendersonville,  North 
Carolina,  or  South  Central  Los  Angeles.    A  "one  size  fits  all"  approach  will  not 
work  for  CRA. 

If  all  institutions  currently  subject  to  the  CRA  were  exactly  the  same, 
served  the  same  types  of  communities,  and  had  the  same  business  orientation, 
we  would  have  been  finished  with  this  effort  months  ago.   But  you  are  not  all 
the  same  nor  would  we  want  you  all  to  be  the  same.   Each  of  your  institutions 
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may  have  approached  its  CRA  obligation  in  a  unique  way,  consistent  with  its 
product  mix,  its  clientele,  and  the  region  it  serves.   We  would  like  to  preserve 
that  flexibility,  but  add  consistency  to  the  evaluation  system.    We  also  would 
like  to  facilitate  creativity  and  innovation  while  at  the  same  time  not  weakening 
our  goal  of  more  objective  standards. 

Guiding  Principles 

At  this  point,  I  cannot  tell  you  what  the  final  regulation  will  look  like. 
Nor  can  I  tell  you  exactly  what  is  going  to  be  expected  of  you  or  how  we  are 
going  to  keep  score.    Despite  a  significant  effort  on  the  part  of  the  four 
agencies'  principals  and  our  staff  to  finish  revisions  to  last  year's  proposal,  we 
have  had  to  wrestle  with  a  number  of  very  valid  concerns  raised  with  the 
December  proposal.    We  are  still  working  on  revisions. 

I  can  tell  you  that  in  working  on  this  effort,  I  am  personally  guided  by 
four  principles  I  beiieve  must  be  followed  if  the  final  product  is  to  be  useful: 

o         One,  the  final  rule  must  be  simple  and  clear.    In  retrospect,  I 
believe  our  proposal  was  too  long  and  too  complicated.    In  our 
effort  to  address  myriad  conflicting  objectives,  I  think  some  of  our 
message  got  lost.   Clarity  in  presentation  of  the  regulation  takes  the 
guesswork  out  of  it  and  provides  the  industry,  our  examiners,  and 
the  public  with  an  understood  set  of  ground  rules.   The  objectives 
of  the  rule  and  the  responsibilities  of  banks  and  thrifts  need  to  be 
set  forth  in  a  straightforward  and  unambiguous  fashion. 
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Two,  the  revised  rule  should  evaluate  performance  with  objective 
data.    At  the  same  time,  it  must  allow  for  subjective  adjustments 
based  on  differences  in  financial  institutions  and  the  communities 
they  serve.   CRA  will  not  work  with  a  "cookie-cutter"  approach. 
The  difficulty  of  applying  this  principle,  however,  lies  in  achieving 
the  right  mix  of  objectivity  and  subjectivity.    If  we  try  to  write  a 
rule  that  explicitly  accommodates  each  exception,  the  rule  may 
become  entirely  too  complex.    Optimally,  we  will  develop  a  rule 
that  provides  our  examiners  with  the  flexibility  to  reward  creative 
and  unique  activities  but  does  not  attempt  to  anticipate  and  address 
each  such  activity. 

Three,  the  revised  rule  must  improve  the  ability  of  the  industry  and 
the  public  to  evaluate  CRA  performance  on  their  own.   There 
should  be  few  surprises  as  a  consequence  of  compliance  exams. 
The  existing  regulation  may  err  on  the  side  of  being  overly 
subjective.   This  has  created  the  perception  of  inconsistent 
evaluations  of  similarly-situated  institutions,  and  wide  differences  in 
perception  among  institutions  and  community  groups  about 
performance. 

Four,  we  must  ensure  that  the  revised  rule  actually  works  in 
practice.   We  are  all  aware  that  in  the  process  of  implementing  any 
regulation,  unforeseen  circumstances  may  arise.   The  new  CRA 
rule  is  no  exception.    Prior  to  promulgating  any  final  rule,  I  believe 
that  we  need  to  field  test  it  to  ensure  that  all  significant  issues  are 
identified  and  addressed. 
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Expected  Results 

I  am  hopeful  that  when  we  are  finished  with  this  effort,  we  will  have  a 
CRA  system  that  is  substantially  better  than  what  we  have  today.    It  is  too 
important  not  to  try.    An  effective  CRA  process  would  reward  institutions  that 
have  developed  successful  lines  of  business  responsive  to  the  needs  of  low-  and 
moderate-income  neighborhoods.    A  fundamental  focus  of  this  industry  has 
always  been  to  find  safe,  sound,  and  profitable  ways  to  serve  your 
communities.    The  goal  of  the  regulatory  agencies  must  be  to  develop  a  CRA 
process  that  is  compatible  with  and  encourages  and  supports  your  efforts  to  do 
just  that. 

Despite  all  the  criticisms,  CRA  has  encouraged  institutions  to  explore 
market  opportunities  they  may  otherwise  have  missed.    Your  obligation  to  your 
communities  is  more  than  just  a  price  you  have  to  pay  as  a  condition  of 
receiving  deposit  insurance. 

CRA  has  encouraged  institutions  to  develop  successful  business 
opportunities  within  all  segments  of  their  communities.    Not  only  has  this 
benefitted  individual  institutions,  but  it  has  also  benefitted  the  communities  at 
large. 

There  are  institutions  that  have  tackled  their  CRA  obligations  as  a 
business  objective.    They  develop  market  opportunities  within  all  income  strata 
in  their  communities  because  it  is  good  business  to  do  so.    My  hope  is  that 
collectively  we  can  develop  a  rule  that  states  clearly  your  obligation  under  the 
CRA  statute,  but  relies  on  institutions  to  develop  strategies  to  meet  the 
obligation.    Such  a  rule  will  have  to  be  consistent  with  sound  banking  principles 
and  recognize  the  need  for  flexibility  in  how  an  institution  meets  its  community 
needs. 
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MEETING  COMMUNITY  CREDIT  NEEDS 

Introduction  to  the  Proposal 

Now,  I  would  like  to  talk  about  a  new  idea  to  ensure  that  our  nation's 
community  needs  will  be  adequately  met.    Before  I  do  so,  however,  I  want  to 
stress  that  this  is  an  OTS  idea  and  does  not  necessarily  reflect  the  views  of  the 
administration  or  my  fellow  bank  regulators. 

We  are  all  aware  that  banks  and  thrifts  have  a  shrinking  share  of  the 
mortgage  lending  market.    Over  the  past  several  decades,  other  types  of  lenders 
such  as  independent  mortgage  banks,  credit  unions,  and  insurance  companies 
have  become  significant  and  serious  competitors  of  banks  and  thrifts  for 
mortgage  applicants.    In  1977,  when  the  CRA  was  enacted,  thrift  institutions 
originated  59%  of  all  residential  mortgages  and  banks  originated  23%.    Put 
another  way,  when  Congress  first  imposed  CRA  on  banks  and  thrifts,  Congress 
covered  over  80%  of  the  mortgage  market.   Today,  by  contrast,  thrifts  have 
only  22%  of  the  market  while  banks'  share  is  26%.    Over  half  of  the  residential 
mortgages  are  now  originated  by  lenders  not  subject  to  CRA.    While  some 
mortgage  companies  may  be  owned  by  banks  or  thrifts,  and  thus  indirectly  are 
subject  to  their  parent  institution's  CRA  obligation,  most  are  not. 

I  believe  it  is  time  to  engage  the  power  and  creativity  of  all  lenders  in  the 
national  effort  to  revitalize  and  develop  low-  and  moderate-income 
communities.    A  number  of  mortgage  lenders  are  indirect  beneficiaries  of 
federal  support  through  their  access  to  the  government-sponsored  secondary 
mortgage  market.    I  propose  that  henceforth,  all  private-sector  entities  that  wish 
to  sell  loans  to  either  the  Federal  National  Mortgage  Association  (FNMA)  or 
the  Federal  Home  Loan  Mortgage  Corporation  (FHLMC)  be  required  to  help 
meet  community  credit  needs.   The  proposal  is  based  on  a  simple  premise:    that 
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private-sector  entities  wishing  to  make  use  of  federal  agencies  and  their 
programs  also  have  a  responsibility  to  ensure  that  they  are  reaching  out  to  all 
segments  of  the  communities  in  which  they  operate. 

Let  me  emphasize  that  under  this  proposal,  not  all  non-depository 
institutions  would  have  a  formal  obligation  to  address  community  credit  needs  ~ 
only  those  institutions  that  voluntarily  chose  to  sell  mortgages  to  FNMA  or 
FHLMC  would  need  to  comply  with  these  eligibility  standards.    Insured  banks 
and  thrifts,  by  definition,  would  be  eligible  lenders.    Let's  explore  this  proposal 
in  more  detail. 

Affordable  Housing  Goals  of  the  GSEs 

Both  FNMA  and  FHLMC  have  statutory  affordable  housing  purchase 
goals  they  must  fulfill.    The  Department  of  Housing  and  Urban  Development 
sets  these  goals  through  regulation.    Under  these  goals,  FNMA  and  FHLMC 
have  obligations  in  three  affordable  housing  areas: 
o         low-  and  moderate-income  housing; 
o         housing  in  central  cities,  rural  areas  and  other  under-served  areas; 

and 
o         housing  that  addresses  the  special  needs  of  very  low-income 
families  and  of  low-income  families  in  low-income  areas. 

Both  FNMA  and  FHLMC  have  demonstrated  a  commitment  to  meeting 
these  goals.   They  are  actively  involved  in  developing  and  implementing 
unprecedented  programs  to  meet  these  goals.    They  are  improving  their  internal 
operations  to  eliminate  barriers  and  facilitate  purchases.   But  they  can  purchase 
only  as  many  affordable  housing  loans  as  are  offered  to  them  by  direct  lenders. 
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It  is  clear  that  the  community  credit  needs  of  this  country  cannot  be  met 
solely  by  banks  and  thrifts.    To  the  extent  that  the  national  policy  objectives  of 
promoting  access  to  credit  for  affordable  housing  remain  valid,  I  see  only 
benefits  to  the  nation  from  enlisting  the  support  of  all  lenders  that  receive 
assistance  from  federal  housing  agencies. 

Comparability  to  Federal  Housing  Finance  Board  Program 

The  Federal  Housing  Finance  Board's  Community  Support  Program  may 
provide  a  good  model  for  FNMA  and  FHLMC.    This  program  involves  the 
biennial  review  of  the  community  support  records  of  its  members.    Members 
that  do  not  participate  in  the  review  process  or  implement  action  plans  to 
address  their  community  investment  goals,  are  subject  to  losing  their  access  to 
long-term  advances.    A  key  component  of  the  review  process  for  a  commercial 
bank  or  thrift  member  is  the  member's  performance  under  the  CRA  as 
evaluated  by  their  federal  regulator. 

A  FHLB  member  participates  in  the  review  program  by  compiling  a 
Community  Support  Statement.    This  involves  completing  a  one-page  form  and 
attaching  its  most  recent  public  CRA  performance  evaluation,  a  description  of 
how  the  member  assists  first-time  home  buyers,  a  summary  of  any  fair  lending 
or  fair  housing  violations  resulting  in  any  final  administrative  or  judicial  rulings 
in  the  past  two  years,  and  any  additional  information  the  member  wants  to 
provide.   The  Finance  Board  also  involves  the  public  in  the  review  program  by 
sending  notices  to  and  seeking  comments  from  Federal  Home  Loan  Bank 
advisory  council  members,  government  agencies,  non-profit  organizations,  and 
other  interested  parties. 

If  a  member  is  found  not  to  have  met  the  community  support 
requirements,  it  is  asked  to  create  and  implement  a  one-year  action  plan  to 
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improve  its  performance.    Each  Federal  Home  Loan  Bank  provides  technical 
support  and  guidance  for  members  looking  for  community  outreach  and  lending 
options.    The  Finance  Board  does  not  consider  the  action  plan  to  be  a  punitive 
measure.    Rather,  it  is  an  opportunity  for  a  constructive  self-assessment  by  the 
member,  which  is  likely  to  result  in  an  improved  CRA  record. 

Detail  of  the  Proposal 

Using  the  Federal  Housing  Finance  Board's  program  as  a  model  for 
FNMA  and  FHLMC  may  be  a  good  starting  point  for  encouraging  more 
institutions  to  focus  on  the  credit  needs  of  their  entire  communities.    I  envision 
the  proposal  being  carried  out  in  this  way: 

o         First,  FNMA  and  FHLMC  would  establish  uniform  guidelines  regarding 
community  lending  performance.    All  sellers  not  currently  subject  to  the 
CRA  would  be  required  to  meet  these  guidelines  if  they  wish  to  continue 
to  sell  their  loans  to  FNMA  or  FHLMC.    At  a  minimum,  the  guidelines 
for  all  sellers  to  FNMA  and  FHLMC  would  call  for: 

--  identifying  the  primary  communities  served  by  each  seller; 

—  an  explanation  of  specific  lending  programs  and  outreach  efforts 
designed  to  benefit  these  communities,  with  an  emphasis  on  low- 
and  moderate-  income  neighborhoods  within  these  communities; 
and 

—  a  geographic  analysis  of  lending  patterns,  with  explanations  for 
any  disparities. 

Sellers  not  currently  subject  to  CRA  would  also  have  to  show  they  have 
engaged  the  public  in  developing  their  community  investment  program. 
This  program  would  require  management  to  identify  the  local 
communities  served  by  their  businesses,  ascertain  the  credit  needs  of 
those  communities  and  develop  responsive  products. 
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o         Second,  entities  wishing  to  do  business  with  FNMA  and  FHLMC  would 
be  required  to  conduct  self-assessments  of  their  performance  under  these 
guidelines  on  a  biennial  basis  and  submit  them  to  FNMA  and  FHLMC 
for  review. 

o         Third,  FNMA  and  FHLMC  would  evaluate  these  self-assessments  and 
determine  whether  the  guidelines  have  been  met.    As  with  the  FHFB 
program,  the  public  would  be  given  an  opportunity  to  comment  on  these 
self-assessments.    If  an  entity  does  not  meet  the  guidelines,  it  would  not 
be  permitted  to  sell  loans  to  FNMA  or  FHLMC  until  it  has  taken 
demonstrable,  affirmative  steps  to  fulfill  its  community  investment 
obligation. 

o        Fourth,  this  effort  would  be  administered  by  the  government-sponsored 
enterprises.    HUD,  as  the  regulator  of  the  GSEs,  could  oversee  the 
process  and  ensure  that  FNMA  and  FHLMC  effectively  implement  the 
program. 

Benefits  of  the  Proposal 

I  believe  that  the  country  would  benefit  from  this  proposal.    While  CRA 
has  its  critics,  it  is  generally  accepted  that  it  is  responsible,  in  part,  for 
motivating  depository  institutions  to  respond  to  the  credit  needs  of  low-  and 
moderate-income  neighborhoods.    A  review  of  the  1992  HMDA  aggregates  by 
Federal  Reserve  Board  staff  show  that  depository  institutions  and  their  affiliates 
extend  proportionally  more  conventional  home  purchase  loans  to  low-income 
borrowers  than  do  independent  mortgage  companies.   Why  is  that?   Board  staff 
suggests  that  it  may  reflect  the  use  by  depository  institutions  of  more  flexible 
underwriting  criteria,  and  the  over-reliance  by  independent  mortgage  companies 
on  secondary  market  standards. 
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Depository  institutions  have  learned  how  to  mitigate  many  of  the  risks 
associated  with  affordable  housing  lending  and  have  been  encouraged  to  tap 
under-served  market  niches.   There  is  no  reason  why  independent  mortgage 
banks,  credit  unions,  and  insurance  companies  cannot  do  the  same  and  be 
recognized  for  it. 

The  overall  benefit  to  our  nation  from  having  more  lenders  involved  in 
affordable  housing  cannot  be  readily  quantified.    It  is  likely,  however,  that 
FNMA  and  FHLMC  would  be  better  positioned  to  support  low  and  moderate- 
income  lending.    It  is  also  clear  that  with  their  declining  market  share,  banks 
and  thrifts  cannot  be  expected  to  be  the  sole  source  of  affordable  housing  loans. 

Naturally,  this  idea  raises  several  issues  that  should  be  explored. 
Some  lenders  may  argue  that  they  could  do  more  affordable  housing  lending  if 
the  secondary  market  had  more  flexible  underwriting  criteria.   The  alleged 
rigidity  in  the  secondary  market  is  being  affirmatively  addressed  by  the  GSEs. 
Although  more  needs  to  be  done,  all  lenders  can  play  a  role  by  working  with 
the  GSEs  to  develop  additional  innovative  programs  responsive  to  affordable 
housing  needs. 

From  a  more  parochial  standpoint,  the  proposal  would  increase 
competition  for  low-  and  moderate-income  loans.    While  communities  would 
benefit  from  the  increased  competition,  would  the  program  make  the  CRA 
obligation  harder  to  meet  for  banks  and  thrifts? 

Also,  can  a  local  community  concept  be  applied  to  mortgage  bankers  who 
don't  accept  insured  deposits  from  the  community  but  instead  sell  the  loans  to 
entities  receiving  federal  subsidies? 
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CONCLUSION 

Today,  I  have  presented  only  a  rough  outline  of  a  proposal  that  I  believe 
has  merit.   There  is  no  doubt  that  we  need  creative  solutions  to  our  nation's 
community  development  problems.    I  do  not  think  it  is  sufficient  to  apply  CRA 
mechanically  to  the  entire  spectrum  of  lenders. 

At  the  banking  agency  level,  I  am  optimistic  that  we  can  develop  an 
improved  CRA  rule.    But  something  also  needs  to  be  done  that  recognizes  that 
focusing  national  attention  solely  on  banks  and  thrifts  is  clearly  not  going  to  be 
sufficient  to  fully  meet  the  credit  needs  of  our  communities  for  housing, 
business  development,  and  an  improved  infrastructure.    Finally,  let  me  again 
note  for  the  record  that  this  is  an  OTS  proposal  and  does  not  necessarily 
represent  the  views  of  the  administration.    In  fact,  some  might  disagree  with 
my  suggestions.    Nonetheless,  I  think  it  is  an  idea  worth  debating.  Thank  you. 
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PART  I:  OVERVIEW. 


A.  Introduction. 


This  study  examines  the  issue  of  racial  redlining  by  major  mortgage  lenders  in  the 
nation's  larger  metro  areas.  Racial  redlining  is  the  practice  whereby  mortgage  lenders 
figuratively  draw  a  red  line  around  minority  neighborhoods  and  refuse  to  make  mortgage 
loans  available  inside  the  red  lined  area.  Broadly  defined,  racial  redlining  encompasses  not 
only  the  direct  refusal  to  lend  in  minority  neighborhoods,  but  also  procedures  that  discourage 
the  submission  of  mortgage  loan  applications  from  minority  areas,  and  marketing  policies  that 
exclude  such  areas. 

In  direct  economic  terms,  racial  redlining  reduces  housing  finance  options  for 
borrowers  in  minority  neighborhoods  and  weakens  compention  in  the  mortgage  market.  This 
often  results  in  higher  mortgage  costs  and  less  favorable  mortgage  loan  terms.  More  subtly, 
racial  redlining  discourages  minorities  from  pursuing  home  ownership  opportunities  and  in  the 
broadest  sense  further  entrenches  the  debilitating  sociological  effects  of  racial  discrimination. 

Focussing  on  16  large  metropolitan  areas,  this  study  identified  49  major  mortgage 
lenders  whose  geographic  lending  patterns  in  62  separate  instances  substantially  excluded  or 
underserved  minority  neighborhoods.  (Several  mortgage  lenders  were  responsible  for  panems 
of  exclusion  or  underservice  in  two  or  more  of  the  16  metro  areas.)  Of  the  these  62  panems, 
46  involved  lending  activity  in  1991,  while  another  16  involved  lending  activity  in  1990  and 
1991.  A  listing  of  these  lenders  can  be  found  in  Table  A. 

This  study  recommends  that  the  five  federal  agencies  with  primary  Fair  Lending 
enforcement  responsibility  for  these  mortgage  lenders  initiate  prompt  investigations  of  their 
lending  activities.  These  agencies  are  the  U.S.  Department  of  Housing  and  Urban 
Development  (HUD);  the  Office  of  Thrift  Supervision;  the  Comptroller  of  the  Currency;  the 
Federal  Reserve  Board;  and  the  Federal  Deposit  Insurance  Corporation. 

This  study  also  found  that  even  though  racial  redlining  has  been  prohibited  by  federal 
civil  rights  laws  for  many  years,  federal  authorities  have  failed  to  adopt  effective  regulations 
and  enforcement  procedures  thereby  condoning  both  the  serious  and  subde  injuries  to 
minority  neighborhoods.  This  is  a  systemic  failure,  not  a  matter  of  occasional  lapses.  The 
report  therefore  recommends  that  the  federal  agency  with  broad  rulemaking  authority  under 
the  Fair  Housing  Act,  HUD,  adopt  regulations  that  would  establish  new  standards  and 
procedures  to  be  followed  by  all  the  primary  federal  enforcement  agencies  in  enforcing  the 
ban  on  racial  redlining. 

In  preparing  this  study,  F-qewmjai  Information's  Banking  Research  Project  conducted  an 
extensive  computer-assisted  analysis  of  the  large  database  on  home  mortgage  loan  activity 
maintained  by  the  Federal  Reserve  Board  (FRB)  pursuant  to  the  Home  Mortgage  Disclosure 
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Act  (HMD A).  This  federal  sunne  requires  mortgage  lenders  to  disclose  information  on  their 
mortgage  loan  applications  at  the  census  tract  leveL  A  total  of  1256,982  home  purchase  loan 
applications  received  by  mortgage  lenders  in  the  16  metro  areas  during  1990  and  1991  were 
analyzed.  The  purpose  of  this  analysis  was  to  identify  major  home  purchase  loan  originators 
which  had  made  comparatively  few  loans  within  minority  neighborhoods  in  16  of  the  nation's 
largest  metro  areas. 

An  indispensable  tool  for  this  study  was  the  Banking  Research  Project's  computerized 
mapping  techniques,  which  translate  mortgage  lending  statistics  into  color-coded  maps.  This 
visual  depiction  of  the  mortgage  lending  patterns,  when  combined  with  demographic  data, 
brings  into  sharp  focus  important  dimensions  of  racial  redlining  that  have  not  been  adequately 
explored  to  date:  how  lenders  control  the  shape  of  their  lending  territories,  how  upscale 
marketing  policies  have  discriminatory  effects,  and  how  there  are  significant  variations  in 
worst  case  lending  patterns. 

In  conducting  this  stndy,  the  Banking  Research  Project  proceeded  as  follows.  'First  we 
computed  HMD  A  statistics  for  each  mortgage  lender  in  the  16  metro  areas  in  order  to  identify 
and  select  any  lenders  that  were  major  home  purchase  loan  originators  within  a  metro  area 
but  made  comparatively  few  loans  within  the  metro  area's  minority  neighborhoods.  Then  we 
mapped  the  home  mortgage  lending  patterns  of  these  selected  lenders  at  the  metro  area  level. 
When  a  given  map  revealed  that  the  lender  had  excluded  minority  neighborhoods  from  its 
effective  lending  territory  or  substantially  underserved  such  neighborhoods,  we  printed  the 
map  with  a  color-coding  system  depicting  lending  activity  at  the  census  tract  leveL  (An 
effective  lending  territory  is  the  geographic  area  within  which  the  lender  originates  most  of  its 
mortgage  loans.)  As  noted  above,  62  patterns  of  exclusion  or  underservice  in  minority 
neighborhoods  —  referred  to  as  "worst  case  lending  patterns"  in  this  study  —  emerged  from 
the  HMD  A  data.  The  maps  provide  powerful  evidence  that  a  lender  has  engaged  in  racial 
redlining  in  violation  of  federal  civil  rights  law. 

To  our  knowledge,  this  study  represents  the  single  most  geographically  diverse 
analysis  of  mortgage  lending  to  minority  neighborhoods  yet  conducted.  We  commend  to  the 
federal  Fair  Lending  enforcement  agencies  the  computer-assisted  mapping  whniqv**  used  to 
prepare  this  study. 


B.  What  the  Fair  Lending  laws  require. 

1.  Prohibition  on  racial  redlining. 

Congress  has  ***»r***i  two  major  pieces  of  legislation  that  seek  to  rianiDiie  racial 
dtscnnunanon  in  residential  mortgage  leading.  The  Fair  Housing  Act.  enacted  in  1968. 
broadly  prohibits  discrimination  in  all  aspects  of  housing  sales  and  rentals  and  housing 
finance.  The  Equal  Credit  Opportunity  Act,  first  enacted  in  1974  to  prohibit  discrimination 
based  on  sex  in  all  types  of  credit  transactions,  was  «n*n<uri  in  1976  to  reach  discrimination 
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based  on  race  or  national  origin.  Collectively,  these  two  statutory  schemes,  which  overlap  in 
the  area  of  mortgage  credit,  are  often  referred  to  as  the  Fair  Lending  laws. 

The  Fair  Housing  Act  declares  unlawful  any  conduct  that  makes  housing  "unavailable" 
to  any  person  on  the  basis  of  race  [Section  3604(a)]  or  which  discriminates  on  the  basis  of 
race  in  "the  provision  of  services  or  facilities  in  connection"  with  the  sale  of  housing  [Secuon 
3604(b)].1  The  Act  also  makes  it  unlawful  for  any  person  engaged  in  a  real  estate-related 
business  to  discriminate  on  the  basis  of  race  in  making  available  housing  credit  of  any  type  or 
to  discriminate  in  the  terms  or  conditions  of  such  credit  [Section  3605]. 

The  federal  courts  have  held  that  both  Section  3604  and  Secuon  3605  of  the  Fair 
Housing  Act  prohibit  racial  redlining  —  the  refusal  to  make  home  purchase  loans  available 
because  of  the  racial  characteristics  of  the  surrounding  neighborhood.3  Moreover,  the  federal 
agencies  charged  with  adininistering  the  Fair  Lending  laws  have  recognized  that  the 
prohibition  against  racial  redlining  encompasses  not  only  the  denial  of  mortgage  loan 
applications  from  minority  neighborhoods,  but  also  the  failure  to  market  mortgage  credit  in 
such  neighborhoods.  According  to  the  Office  of  Thrift  Supervision's  Guidelines  on  Fair 
Lending  enforcement: 

Discrimination  in  lending  is  not  liiniicd  to  loan  decisions  and  underwriting 
standards;  an  institution  does  not  meet  its  obligations  to  the  community  or 
implement  its  equal  lending  responsibility  if  its  marketing  practices  and 
business  relationships  with  developers  and  real  estate  brokers  improperly 
restrict  its  chentelr  to  segments  of  the  community.4 

In  a  more  general  vein,  HUD  regulations  state  that  the  failure  to  provide  "information 
regarding  the  availability  of  loans"  because  of  racial  factors  violates  Section  3605  of  the  Fair 
Housing  Act5 

2.  The  Justice  Department's  lawsuit  against  Decatur  Federal  S&L. 

In  September,  1992,  the  Justice  Department  brought  the  first  "partem  and  practice"  suit 
by  the  federal  government  under  the  Fair  Housing  Act  and  the  Equal  Credit  Opportunity  Act 
for  racial  discrimination  in  mortgage  lending.  In  this  case,  the  Justice  Department  charged 
Decatur  Federal  Savings  &  Loan  Association  of  Atlanta,  Georgia  with  two  lands  of  lending 
discrimination:  (1)  discrimination  against  actual  mortgage  loan  applicants,  which  centered  on 
disparate  treatment  of  black  and  white  applicants;  and  (2)  discrimination  against  potential 
mortgage  loan  applicants,  which  involved  marketing  policies  that  excluded  black 
neighborhoods.' 

The  Justice  Department's  lawsuit  against  Decatur  was  resolved  by  a  court  approved 
consent  decree  under  which  Decatur  agreed  to  provide  SI  million  in  damages  to  applicants 
and  to  adopt  a  comprehensive  affirmative  marketing  plan  in  Atlanta's  neighborhoods.  This 
consent  decree  described  Decatur's  exclusionary  marketing  strategy  as  follows: 
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More  specifically,  the  United  States  alleges  that  Decatur  Federal  has  for 
many  years  engaged  in  lending  practices  that  discriminate  on  the  basis  of  race 
by  conducting  its  home  mortgage  loan  marketing  in  a  manner  that  excludes 
potential  black  borrowers;  by  originally  defining  its  customer  service  area 
under  the  Community  Reinvestment  Act  (CRA)  in  1979  so  as  to  exclude  most 
black  residents  of  Fulton  County;  by  opening  virtually  all  of  its  branch  offices 
in  neighborhoods  that  were  predominantly  white  at  the  time  and  closing 
branches  in  neighborhoods  that  were  or  became  predominantly  black;  by 
advertising  primarily  to  potential  white  customers;  by  focusing  its  solicitation 
efforts  in  white  neighborhoods;  by  avoiding  origination  of  loan  products  with 
particular  appeal  to  black  borrowers,  such  as  Federal  Housing  Administration 
(FHA)  and  Veterans  Administration  (VA)  loans;  and  by  engaging  few  blacks  in 
key  mortgage  loan  origination  positions  such  as  account  executive,  staff 
appraiser,  and  underwriter.7 

In  developing  its  marketing  discrimination  claim  against  Decatur,  the  Justice 
Department  employed  similar  mapping  techniques  to  those  used  in  this  report.  Specifically, 
the  Justice  Department  created  a  lending  pattern  map  for  Decatur  in  the  Atlanta  metro  area 
that  was  based  on  the  market  share  approach.1 
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C  Key  findings. 


1.  The  62  worst  case  lending  patterns  are  prima  facie  evidence  of  unlawful 
discrimination  in  mortgage  lending. 

The  62  worst  case  lending  patterns  identified  in  this  report  demonstrate  that  the  49  major 
mortgage  lenders  responsible  for  these  patterns  have  excluded  minority  neighborhoods  from 
their  effective  lending  territories  or  substantially  underserved  such  neighborhoods.  These 
lending  pattern  maps  and  the  corresponding  HMDA  statistics  provide  strong  prima  facie 
evidence  of  marketing  pohcies  and  other  lending  policies  that  discriminate  against  minority 
neighborhoods  in  violation  of  the  federal  Fair  Lending  laws  —  the  Fair  Housing  Act  and  the 
Equal  Credit  Opportunity  Act. 

In  the  Justice  Department  lawsuit  against  Decatur  Federal  S&L  of  Atlanta,  Georgia 
Decatur's  exclusion  of  Atlanta's  Black  neighborhoods  from  its  effective  lending  territory  was 
central  to  government's  case.  Many  of  the  62  worst  case  lending  patterns  identified  in  this 
study  reveal  more  severe  patterns  of  excluding  or  underserving  minority  neighborhoods  than 
exhibited  by  Decatur. 

2.  Mortgage  lenders  control  the  shape  of  effective  lending  territories,  and  thus 
bear  responsibility  for  excluding  or  underserving  minority  neighborhoods. 

Most  of  the  lending  pattern  maps  prepared  for  this  study  indicate  that  a  mortgage 
lender  has  a  clearly  defined  "effective  lending  territory."  Such  lending  territories  are  shaped 
by  marketing  strategies  that  target  particular  neighborhoods  and  classes  of  borrowers,  while 
avoiding  other  neighborhoods  and  borrower  classes.  This  indicates  that  the  exclusion  or 
underserving  of  minority  neighborhoods  is  a  consequence  of  decisions  and  conduct  on  the 
part  of  the  lender,  rather  than  an  outcome  determined  by  the  underlying  preferences  and 
choices  of  mortgage  loan  applicants.  For  this  reason,  lending  pattern  maps  should  be  regarded 
as  prima  facie  evidence  of  unlawful  discrimination. 

3.  The  lack  of  applications  from  minority  neighborhoods  is  the  principal  cause  of 
worst  case  lending  patterns. 

In  the  great  majority  of  the  worst  case  lending  patterns  identified  in  this  study,  a  lack 
of  loan  applications  from  minority  neighborhoods,  rather  than  a  low  loan  application  approval 
rate,  is  the  immediate  cause  of  the  lender's  low  level  of  mortgage  lending  in  such 
neighborhoods.  This  indicates  that  the  principal  cause  of  the  worst  case  lending  patterns  lies 
in  marketing  policies  that  have  excluded  minority  neighborhoods  or  pre-screening  tactics  that 
have  discouraged  the  submission  of  applications  from  minority  neighborhoods. 

4.  There  is  a  substantial  market  for  home  purchase  loans  in  minority 
neighborhoods. 
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While  the  volume  of  home  purchase  loans  in  minority  neighborhoods  is  on  average 
significantly  less  than  in  white  neighborhoods,  there  is,  nonetheless,  substantial  effective 
demand.  For  the  16  metro  areas  examined  in  this  report,  the  flow  of  home  purchase  loans  in 
minority  neighborhoods  (areas  having  minority  populations  of  50  percent  or  more)  was  on 
average  44  percent  of  the  flow  in  white  neighborhoods.  It  is  simply  incorrect  for  mortgage 
lenders  to  claim  that  the  size  of  the  mortgage  loan  market  in  minority  neighborhoods  is  too 
small  to  provide  them  with  lending  opportunities. 

5.  Major  conventional  lenders  can  actively  serve  the  home  financing  needs  of 
minority  neighborhoods. 

Several  major  lenders  were  actively  engaged  in  mortgage  lending  in  minority 
neighborhoods,  and  some  of  these  "affirmative"  lenders  emphasized  conventional  loans,  rather 
than  government-insured  loans  (FHA  and  VA).   For  example,  100  percent  of  the  2386  home 
purchase  loans  originated  by  Citibank  in  the  minority  neighborhoods  of  the  New  York  metro 
area  during  1990-91  and  were  conventional  loans,  not  government-insured  loans.   Similarly, 
100  percent  of  the  1490  home  purchase  loans  originated  "by  Great  Western  in  the  Los  Angeles 
metro  area  during  1991  were  conventional  loans.   This  shows  dramatically  that  conventional 
financing  can  play  a  major  role  in  minority  neighborhoods.  The  notion  that  minority 
neighborhoods  require  government-insured  home  financing  is  a  stereotype  that  is  both  false 
and  damaging  to  minority  neighborhoods. 

6.  Upscale  marketing  policies  have  discriminatory  effects. 

A  number  of  the  major  lenders  responsible  for  the  62  worst  case  lending  patterns  have 
limited  their  effective  lending  territories  to  include  primarily  upscale  neighborhoods.  In  the  16 
metro  areas  under  review,  such  an  upscale  marketing  strategy  has  a  stark,  disparate  impact  on 
minority  neighborhoods.  The  Fair  Lending  Laws  prohibit  policies  and  practices  that  have  a 
disparate  impact  on  minority  neighborhoods,  as  well  as  those  that  involve  direct 
discrimination. 

7.  Upscale  lending  criteria  have  discriminatory  effects. 

Major  lenders  that  adopt  restrictive  lending  criteria  that  exclude  low  and  moderate 
income  borrowers  are  frequently  responsible  for  worst  case  lending  patterns.   Prime  example 
of  this  link  between  restrictive  lending  criteria  and  racial  redlining  are  Prudential  Home 
Mortgage  Company,  Chase  Home  Mortgage  Corporation,  and  Chemical  Bank  in  New  York; 
Narionsbank  Mortgage  Corporation  and  BJ\  Saul  Mortgage  Company  in  Washington,  DC; 
NBD  Mortgage  Company  in  Chicago;  and  Citibank  Federal  Savings  Bank  in  Los  Angeles. 

8.  Types  of  minority  neighborhoods  excluded  vary  among  lenders. 

The  level  of  minority  population  concentration  that  triggers  the  exclusion  of  minority 
neighborhoods  from  effective  lending  territories  can  vary  considerably  from  one  lender  to  the 
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next  within  the  same  metro  area  and  more  systematically  between  lenders  in  different  metro 
areas.  Worst  case  lending  patterns  frequently  involve  exclusion  of  neighborhoods  in  which 
minorities  comprise  SO  percent  or  more  of  the  population,  but  in  some  situations  a  lender  may 
not  begin  to  exclude  neighborhoods  until  the  minority  concentration  level  reaches  75%.  In 
some  cases,  the  pattern  of  exclusion  will  vary  depending  on  whether  a  minority  neighborhood 
is  predominantly  Black  or  Hispanic. 

The  Fair  Lending  laws  obligate  mortgage  lenders  to  make  housing  loans  available 
without  regard  to  minority  concentration  levels  or  the  composition  of  the  minority  population 
(e.g..  Black  or  Hispanic).  In  monitoring  for  racial  redlining,  it  is  not  adequate  to  employ  a 
single,  generic  definition  of  minority  neighborhood,  since  such  a  generic  definition  may 
obscure  discrimination  against  a  particular  type  of  minority  neighborhood. 

9.  African  Americans  bear  the  brunt  of  racial  redlining. 

While  marketing  policies  that  exclude  minority  neighborhoods  injure  the  broad 
spectrum  of  the  minority  population,  they  fall  most  heavily  on  the  African  American 
community.  Within  the  16  metro  areas  under  review,  70  percent  of  each  metro  area's  total 
Black  population,  on  average,  lived  within  neighborhoods  that  had  a  minority  concentration  of 
75  percent  or  greater.  An  average  of  80  percent  of  each  metro  area's  total  Black  population 
lived  within  neighborhoods  that  had  a  minority  concentration  of  50  percent  or  greater. 

10.  Mortgage  companies  are  responsible  for  two-thirds  of  worst  case  lending 


The  62  worst  ray  lending  patterns  identified  in  this  study  are  distributed  by  type  of 
lender  as  follows: 

Independent  mortgage  companies  (mortgage  companies  that  are  not  subsidiaries  of  banks, 

savings  institutions,  or  bank  holding  companies):  23 

Mortgage  company  subsidiaries  of  bank  holding  companies:  7 

Mortgage  company  subsidiaries  of  savings  institutions:  6 

Mortgage  company  subsidiaries  of  commercial  banks:  4 

Savings  institutions:  14 

Commercial  banks:  8 

Thus  mortgage  companies  (both  independent  mortgage  companies  and  those  directly  affiliated 
with  banking  organizations)  account  for  40  of  the  62  worst  case  lending  patterns,  or  65 
percent  of  all'  such  instances 

D.  Recommended  agency  enforcement  actions. 

1.  Federal  Fair  Lending  enforcement  agencies  should  begin  prompt  investigations 
of  the  lenders  responsible  for  the  61  worst  case  lending  patterns  identified  by  this 
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report 


The  federal  agencies  with  primary  enforcement  responsibility  in  the  area  of  mortgage 
lending  discrimination  should  begin  immediate  investigations  of  the  lenders  responsible  for 
the  worst  case  lending  patterns  identified  in  this  report  These  investigations  should  determine 
the  marketing  and  lending  policies  and  practices  and  other  lender  conduct  that  resulted  in 
exclusion  and  underserving  of  minority  neighborhoods.  The  62  occurrences  of  worst  case 
lending  patterns  and  the  49  mortgage  lenders  responsible  for  these  patterns  are  listed  in  Table 
A. 

A  large  share  of  the  responsibility  for  investigating  these  worst  case  lending  patterns 
will  fall  on  HUD.  HUD  has  primary  Fair  Lending  investigation  and  enforcement  authority 
with  respect  to  30  of  the  62  worst  case  lending  patterns  identified  in  this  study  —  23  patterns 
involving  independent  mortgage  companies  and  7  patterns  involving  mortgage  company 
subsidiaries  of  bank  holding  companies. 

Decatur  Federal  Savings  and  Loan's  lending  pattern  in  Atlanta  during  1991  was  one  of 
the  62  worst  case  lending  patterns  identified  in  this  study.  In  view  of  the  Justice  Department's 
lawsuit  and  the  ensuing  consent  decree,  the  Banking  Research  Project  is  not  asking  for  an 
investigation  of  Decatur. 

Comparison  of  Decatur's  lending  pattern  in  Atlanta  with  the  61  other  worst  case 
lending  patterns  identified  in  this  study  indicates  that  the  great  majority  of  these  worst  case 
lending  patterns  are  comparable  to,  and  in  many  cases  worse  than,  Decatur's  in  terms  of 
excluding  or  substantially  underserving  minority  neighborhoods.  Thus,  at  a  minimum,  the 
primary  Fair  Lending  enforcement  agency  for  each  of  the  worst  case  lending  patterns 
identified  in  this  study  should  either  through  negotiation  or  administrative  enforcement 
proceedings  seek  the  adoption  and  implementation  of  affirmative  marketing  plans  on  the  part 
of  the  responsible  lenders. 

The  primary  Fair  Lending  enforcement  agencies  should  promptly  provide  the  Justice 
Department  with  all  information  obtained  in  their  investigations  of  the  worst  case  lending 
patterns.  The  Justice  Department  has  broad  authority  under  the  Fair  Housing  Act  to  initiate 
lawsuits  in  situations  that  involve  a  "pattern  or  practice "  of  discrimination  in  housing 
finance.' 

2,  The  Civil  Rights  Division  of  the  Justice  Department  should  review  the  lenders 
with  the  61  worst  case  lending  patterns  for  civil  prosecution  and  issue  a  report 
that  examines  the  causes  of  these  lending  Patterns  and  evaluates  the  adequacy  of 
the  investigations  performed  by  the  primary  enforcement  agencies. 

The  Civil  Rights  Division  of  the  Justice  Department  should  review  the  lenders  with 
the  61  worst  case  lending  patterns  (excluding  Decatur)  as  potential  candidates  for  pattern  and 
practice  prosecution  under  the  Fair  Housing  Act  As  part  of  this  review,  the  Justice 
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Department  should  examine  all  information  collected  by  the  primary  Fair  Housing 
enforcement  agencies  in  their  investigations  of  the  61  worst  case  lending  patterns. 

The  Civil  Rights  Division  of  the  Justice  Department  should  issue  a  report  within  six 
months  that  would  examine  in  depth  the  specific  marketing  and  lending  policies  and  practices 
and  other  conduct  that  resulted  in  the  worst  case  lending  patterns.  One  of  the  greatest  barriers 
10  enforcement  of  the  Fair  Lending  laws  has  been  the  lack  of  public  information  on  the 
specific  marketing  and  lending  practices  that  result  in  discriminatory  mortgage  lending 
patterns.  Thus,  it  is  vital  to  make  a  pan  of  the  public  record  the  specific  causes  of  the  worst 
case  lending  patterns. 

The  report  of  the  Civil  Rights  Division  should  also  focus  on  the  scope  of  the 
investigations  of  the  worst  case  lending  patterns  conducted  by  each  of  the  primary  Fair 
Housing  enforcement  agencies  and  assess  the  adequacy  of  these  investigations.  There  are 
compelling  reasons  to  monitor  the  effectiveness  of  Fair  Lending  investigations  conducted  by 
HUD  and  the  federal  banking  agencies.  Congressional  hearings  have  repeatedly  demonstrated 
the  inadequacy  of  such  investigations  and  the  unwillingness  of  the  agencies  to  take  either 
informal  or  formal  enforcement  action.10 
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The  federal  agency  with  primary  administrative  enforcement  authority  with  respect  to 
mortgage  lending  discrimination  varies  depending  on  the  type  of  mortgage  lending  institution 
involved." 


Primary  Enforcement  Agency 


Type  of  Lender 


Department  of  Housing  and  Urban 
Development  (HUD) 


Independent  mortgage  companies  and  mongage 
companies  that  are  nonbank  subsidiaries  of  bank 
holding  companies 


Office  of  Thrift  Supervision 


Savings  institutions  (savings  and  loans  and  federally 

chartered  savings  banks)  and  their  mortgage 
company  subsidiaries 


Comptroller  of  the  Currency 


National  banks  and  their  mortgage  company 
subsidiaries 


Federal  Reserve  Board 


System  member,  state-chartered  banks  and  their 
mortgage  company  subsidiaries 


Federal  Deposit  Insurance 
Corporation 


Non-System  member,  state-chartered  banks  and 

their 

mortgage  company  subsidiaries 


National  Credit  Union 
Administration 


Credit  Unions 
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PART  II:  Selection  of  metro  areas  and  minority  neighborhoods. 

A.  Selection  of  the  16  metro  areas. 

In  selecting  the  metro  areas  for  this  study,  the  Banking  Research  Project  sought  metro 
areas  with  large  minority  populations.  As  shown  in  Table  1.  the  metro  areas  chosen  include 
the  top  ten  metropolitan  areas  in  the  United  States  in  terms  of  minority  population.  Based  on 
1980  Census  data,  the  16  metro  areas  included  in  the  study  contained  37.7  percent  of  the  total 
U.S.  Black  population  and  40.0  percent  of  the  total  U.S.  Hispanic  population.  According  to 
1990  Census  data,  the  16  metro  areas  contained  38.3  percent  of  total  Black  population  and 
40.4  percent  of  total  Hispanic  population. 

In  delimiting  the  geographic  scope  of  each  metro  area,  the  Banking  Research  Project 
relied  on  the  metro  area  boundary  definitions  developed  by  the  U.S.  Census  Bureau.  The 
column  labeled  Census  Status  in  Table  1  indicates  the  Census  Bureau  definition  employed 
throughout  this  report  for  each  metro  area  in  the  study.  The  term  Primary  Metropolitan 
Statistical  Area  (PMSA)  means  that  a  metro  area  is  pan  of  a  larger  Consolidated  Metropolitan 
Statistical  Area  (CMSA).  while  the  term  Metropolitan  Statistical  Area  (MSA)  indicates  that  a 
metro  area  is  not  pan  of  a  larger  CMSA.  The  Federal  Information  Processing  Standards 
(FTPS)  Code  is  the  number  used  to  identify  the  MSA  for  data  processing  purposes. 

All  of  the  Census  data  and  HMD  A  data  statistics  employed  in  this  report  were 
calculated  on  the  basis  of  the  metro  area  boundary  definitions  shown  in  Table  1.  Similarly, 
the  maps  prepared  for  the  report  generally  focus  on  the  same  metro  area  boundaries.  In  a 
number  of  inctqnr^  however,  rather  than  showing  the  full  metro  area,  the  maps  in  this  study 
zoom  in  to  provide  a  sharper  focus  on  minority  neighborhoods  located  within  central  cities 
and  surrounding  inner  suburbs.  Also,  in  the  case  of  several  metro  areas,  one  or  two  outlying 
counties  were  missing  from  the  computerized  map  coverages  and  thus  are  not  shown  in  the 
maps. 

B.  Definition  of  minority  neighborhood. 

Given  the  study's  focus  on  racial  redlining,  the  size  and  geographic  location  of  the 
minority  neighborhoods  within  each  of  the  16  metro  areas  carries  great  importance.  Table  2 
shows  the  percentage  of  the  total  population  of  each  metro  area  that  resides  within  minority 
neighborhoods.  In  constructing  Table  2  (and  frequently  throughout  this  report),  two  alternative 
definitions  of  minority  neighborhoods  were  employed. 

*  High  minority  areas  or  neighborhoods  (i.e.,  a  high  level  of  minority  population 
concentration)  are  census  tracts  in  which  minorities  comprise  75  percent  or  more  of  the 
census  tract  population. 

*  Minority  areas  or  neighborhoods  are  census  tracts  in  which  minorities  comprise  SO  percent 
or  more  of  die  census  tract  population. 
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The  second  definition  (50  percent  or  more  minority)  results  in  a  broader  geographic 
area  which  encompasses  all  of  the  neighborhoods  falling  within  the  first  definition  (75  percent 
or  more  minority).  Under  either  definition,  minority  neighborhoods  contain  a  major  share  of 
the  total  metro  area  population  in  most  of  the  16  metro  areas  studied,  as  Table  2  shows. 

For  each  metro  area.  Table  2  also  shows  the  percentage  of  the  Black  population  that 
resides  within  minority  neighborhoods  and  the  percentage  of  the  Hispanic  population  that 
resides  within  minority  neighborhoods.  The  Census  uses  the  term  "Black";  this  study  shall  use 
African  American  and  Black  interchangeably. 
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PART  ID:  STUDY  RESULTS  AND  INTERPRETATION. 

A.  Worst  case  lending  patterns:  The  most  common  variations. 

The  Banking  Research  Project  identified  62  lending  patterns  representing  worst  case 
situations.  These  are  '"ttaT<  in  which  a  major  lender  has  undertaken  virtually  no  home 
purchase  loan  origination  activity  in  minority  neighborhoods,  or  has  substantially  underserved 
such  neighborhoods.  For  a  lending  pattern  to  be  designated  "worst  case,"  four  criteria  had  to 
be  met: 

1)  The  lender  had  to  rank  among  the  top  20  home  purchase  loan  originators  within  the 
metro  area; 

2)  The  lender  had  to  rank  among  the  lowest  of  the  major  home  purchase  loan 
originators  within  a  given  metro  area,  in  terms  of  the  percentage  of  a  lender's  total 
home  purchase  loan  originations  in  the  metro  area  made  in  minority  neighborhoods,  as 
determined  by  HMDA  statistics; 

3)  The  lender  had  to  originate  home  purchase  loans  throughout  most  of  the  metro  area 
or  at  least  large  segments  of  it;  and 

4)  The  lender  had  to  exhibit  a  partem  of  excluding  or  substantially  underserving 
minority  areas. 

It  is  the  combination  of  the  third  and  fourth  criteria  —  a  geographic  lending  territory 
of  broad  scope  and  the  failure  to  lend  in  (or  substantially  underserve)  minority  neighborhoods 
—  that  this  study  considers  the  unique  feature  of  the  worst  case  lending  patterns. 

The  lending  partem  maps  provide  a  clear  picture  of  each  lender's  effective  lending 
territory,  and  the  market  share  approach  is  particulariy  useful  in  assessing  a  lender's 
marketing  strategy. 

The  62  worst  case  lending  patterns  involved  only  49  lending  institutions  because  a 
number  of  lenders  accounted  for  worst  case  lending  patterns  in  more  than  one  of  the  16  metro 
areas.  Sears  Mortgage  Corporation  was  a  worst  case  lender  in  6  of  the  16  metro  areas  — 
Chicago,  Atlanta,  Los  Angeles,  St.  Louis,  Oakland,  and  Pittsburgh.  This  nationwide  pattern  of 
excluding  minority  neighborhoods  by  a  large-scale  mortgage  lender,  in  and  of  itself,  casts 
serious  doubt  on  the  effectiveness  of  Fair  Lending  law  enforcement.  Prudential  Home 
Mortgage  Company  was  a  worst  case  lender  in  3  of  the  16  metro  areas  —  Atlanta,  New  York 
City  and  Oakland. 

Apart  from  Sears  and  Prudential,  six  other  lenders  were  mapped  as  worst  case  lenders 
in  two  metro  areas  each; 
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Chase  Home  Mortgage  Corporation  in  Chicago  and  New  York  City; 

IMCO  Realty  Services  in  Dallas  and  Houston; 

CTX  Mortgage  Company  in  Dallas  and  Houston; 

Margaretten  &  Company  in  Philadelphia  and  Miami; 

American  Home  Funding  in  Buffalo  and  Baltimore;  and 

B.F.  Saul  Mortgage  Company  in  Washington.  D.C.,  and  Baltimore. 

What  was  particularly  revealing  about  the  maps  was  the  three  distinct  categories  of 
worst  case  lending  patterns  that  emerged; 

1.  Loan  activity  throughout  a  metro  area  but  not  in  minority  neighborhoods. 

Some  major  mortgage  lenders  maintain  a  high  or  average  market  share  throughout  the 
entire  metro  area,  or  at  least  most  of  it.  This  partem  does  not  hold  in  minority  neighborhoods, 
however,  where  mortgage  lenders  show  virtually  no  lending  activity,  or  lending  activity  that  is 
very  limited  in  scope.  Prime  examples  of  this  dynamic  include  the  lending  patterns  of 
Standard  Federal  Bank  in  the  Detroit  metro  area  (Map  13);  United  Postal  Savings  Association 
in  the  Missouri  portion  of  the  Sl  Louis  metro  area  (Map  14);  and  IMCO  Realty  Services  in 
the  Houston  metro  area  (Map  15). 

Other  notable  examples  include  Sears  Mortgage  Corporator!  in  the  Chicago  metro  area 
(Map  1),  GE  Capital  Mortgage  Services  in  the  Philadelphia  metro  area  (Map  16),  and  Chase 
Lincoln  First  Bank  in  the  Buffalo  metro  area  (Map  17),  and  CTX  Mortgage  in  the  Dallas 
metro  area  (Map  18). 

2.  No  loan  activity  in  minority  neighborhoods  and  some  white  neighborhoods. 

Some  major  lenders  are  active  throughout  large  portions  of  the  metro  area,  but  are 
inactive  in  various  white  neighborhoods  as  well  as  the  minority  community.  In  the 
Washington.  D.C.,  metro  area,  B.F.  Saul  Mortgage  Company  (Map  20)  was  an  active  lender 
in  many  white  neighborhoods,  but  shows  no  lending  activity  in  the  great  majority  of  census 
tracts  in  which  the  minority  population  concentration  is  greater  than  50  percent.  In  the  Atlanta 
metro  area.  Sears  Mortgage  Corporation  (Map  21)  provides  another  example  of  this  partem. 

In  the  Chicago  metro  area.  Chase  Home  Mortgage  Corporation  (Map  22)  was 
generally  inactive  in  both  the  large  minority  community  and  a  number  of  the  white 
neighborhoods  that  lie  immediately  to  the  west  or  northwest  of  the  minority  community.  In 
the  Oakland  metro  area.  Wells  Fargo  (Map  23)  overall  mortgage  lending  declined  from  1990 
to  1991,  but  the  lender  was  consistent  in  avoiding  home  purchase  lending  in  minority 
neighborhoods  during  both  years. 

In  the  New  York  metro  area.  Prudential  Home  Mortgage  Company  (Map  24)  was  an 
active  lender  in  many  of  the  white  areas  of  Westchester  County,  Manhattan.  Queens,  and 
Staten  Island,  but  showed  little  lending  activity  in  many  of  the  white  neighborhoods  of 
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Brooklyn  and  the  Bronx,  and  almost  no  activity  in  the  metro  areas' s  many  minority 
neighborhoods.  The  lending  pattern  map  for  Chemical  Bank  in  the  New  York  metro  area 
(Map  25)  is  roughly  comparable  to  Prudential's  lending  pattern  map.  American  Home 
Funding  exhibits  a  similar  lending  pattern  in  the  Baltimore  metro  area  (Map  26),  as  does  Bell 
Federal  Savings  and  Loan  in  the  Pittsburgh  metro  area  (Map  27). 

In  many  cases,  this  pattern  of  excluding  some  white  neighborhoods  along  with 
virtually  all  of  the  minority  community  is  the  product  of  upscale  marketing  strategies  that 
focus  on  upper  income  and  upper/middle  income  neighborhoods.  To  depict  this  marketing 
strategy,  lending  partem  maps  for  Chase  Home  Mortgage  Corporation  in  the  Chicago  metro 
area  (Map  2)  and  NBD  Mortgage  Company  in  the  Chicago  metro  area  (Map  28)  were  created 
using  the  diagonal  overlay  to  indicate  the  location  of  upper  or  upper/middle  income 
neighborhoods  —  Le.  census  tracts  in  which  the  median  family  income  was  greater  than  110 
percent  of  the  metro  area  median  family  income.  As  these  maps  clearly  demonstrate.  Chase's 
and  NBD's  marketing  strategy  is  targeted  to  the  residents  of  such  upscale  neighborhoods. 

A  second  lending  pattern  map  for  Bell  Federal  Savings  and  Loan  in  the  Pittsburgh 
metro  area  (Map  29)  provides  another  perspective  on  lending  patterns  shaped  by  upscale 
marketing  strategies.  In  this  map,  the  diagonal  overlay  indicates  census  tracts  in  which  the 
median  family  income  is  less  than  90  percent  of  the  metro  area  median  family  income  —  Le., 
low  and  moderate  income  census  tracts,  expansively  defined  The  map  shows  that  Bell 
Federal  engages  in  little  lending  in  the  Pittsburgh  metro  area's  low  and  moderate  income 
census  tracts.  Since  virtually  all  of  Pittsburgh's  minority  neighborhoods  are  low  and  moderate 
income  neighborhoods,  this  upscale  lending  strategy  has  a  powerful  discriminatory  effect,  as 
shown  by  the  first  lending  pattern  map  for  Bell  Federal  with  the  minority  neighborhood 
overlay  (Map  27). 

3.  Loan  activity  that  stops  abruptly  at  the  edge  of  minority  neighborhoods. 

Other  major  lenders  have  a  high  market  share  in  a  key  segment  of  the  metro  area,  but 
their  lending  stops  abruptly  at  the  edge  of  minority  neighborhoods  that  lie  adjacent  to  their 
lending  areas.  For  example,  the  lending  pattern  map  for  Mid  America  Federal  Savings  Bank 
in  the  Chicago  metro  area  (Map  30)  shows  that  the  S&L  is  a  dominant  lender  in  its  primary 
service  area,  a  large  western  segment  of  the  metro  area.  But  this  intense  lending  activity 
comes  to  a  dramatic  halt  at  the  edge  of  the  minority  neighborhoods  that  lie  directly  to  the  east 
of  Mid  America's  primary  service  area.  The  map  also  shows  that,  in  contrast  to  its  lack  of 
lending  activity  in  the  adjacent  minority  neighborhoods.  Mid  America  does  lend  to  a 
moderate  extent  in  white  neighborhoods  that  lie  to  the  north  and  to  the  south  of  its  primary 
service  area. 

B.  Worst  case  lending  patterns  shaped  by  minority  population  concentration  and 
composition. 

Among  worst  case  lenders,  lending  activity  tends  to  fall  off  substantially  in 
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neighborhoods  where  minorities  comprise  50  percent  or  more  of  the  population.  The  majority 
of  the  worst  case  lending  pattern  maps  have  a  diagonal  overlay  that  defines  minority 
neighborhoods  in  terms  of  a  50  percent  or  greater  minority  population  concentration.  The 
diagonal  overlay  was  set  at  50  percent  or  greater  for  37  maps  (of  the  62  worst  case  lending 
patterns);  at  75  percent  or  greater  for  9  maps;  and  at  25  percent  or  greater  for  12  maps. 

In  the  case  of  two  lending  patterns  —  Decatur  Federal  Savings  &  Loan  in  Atlanta  and 
Nationsbank  Mortgage  Corporation  in  Washington  D.C.  —  we  created  twin  minority  overlay 
maps  to  explore  the  richer  nuances  of  how  minority  concentrations  and  composition  can  affect 
lending  patterns.  We  generated  one  map  using  a  50  percent  or  greater  minority  population 
concentration  overlay,  and  a  companion  map  using  a  25  percent  or  greater  minority 
population  concentration  overlay.  We  also  created  two  lending  pattern  maps  for  the  Miami 
metro  area  one  that  uses  a  50  percent  or  greater  minority  population  concentration  overlay, 
and  another  which  indicates  census  tracts  in  which  Black  persons  comprised  50  percent  or 
more  of  the  population. 

Four  significant  findings  about  minority  population  concentration  and  composition 
emerge  from  the  worst  case  lending  maps: 

The  maps  suggest  that  the  levels  of  minority  population  concentration  which  result 
in  sharp  fWiitu»<  in  mortgage  lending  often  vary  from  one  metro  area  to  another.  For 
example,  in  the  Atlanta  and  Detroit  metro  areas,  a  number  of  the  worst  case  lenders 
appear  to  avoid  lending  in  neighborhoods  in  which  the  minority  concentration  level  is 
25  percent  or  greater.  On  the  other  hand,  in  the  Los  Angeles  metro  area,  several  of  the 
worst  case  lenders  do  not  appear  to  curtail  lending  activity  until  the  minority 
concentration  level  rises  to  75  percent  or  greater. 

In  some  cases,  mortgage  lending  cut-off  points  vary  with  differences  in  the 
composition  of  the  minority  population  —  e.g..  Black  or  Hispanic.  The  minority 
population  composition  maps  are  useful  in  identifying  lending  patterns  that  differ 
between  Black  and  Hispanic  neighborhoods.  The  lending  pattern  maps  for  the  Miami 
metro  area  provide  the  best  example  of  this. 

In  many  cases,  the  cut-off  point  for  mortgage  lending  in  minority  neighborhoods  is 
significantly  influenced  by  the  income  level  of  the  neighborhood.  The  median  family 
income  maps  can  be  used  to  assess  this  factor.  This  relationship  is  evident  in  a  number 
of  the  lending  partem  maps  for  the  Los  Angeles  and  the  Atlanta  metro  areas. 

In  some  metro  areas,  the  cut-off  point  for  lending  in  minority  neighborhoods  varies 
between  individual  lenders. 

Many  revealing  insights  into  mortgage  lending  patterns  —  particularly  the  variations  in 
cut-off  points  —  can  be  obtained  by  combining  the  color-coded  lending  pattern  maps  with 
minority  population  concentration,  minority  population  composition  maps  and  median  family 
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income  maps.  (All  of  these  maps  are  listed  in  Appendix  C.) 

For  example,  in  the  Atlanta  metro  area.  Decatur  Federal  Savings  &.  Loan  and  Griffin 
Federal  Savings  Bank  make  very  few  mortgage  loans  in  neighborhoods  where  the  minority 
population  concentration  was  greater  than  75  percent  Decatur  engaged  in  limited  lending 
activity  in  integrated  neighborhoods  —  i.e..  census  tracts  in  which  the  minority  population 
concentration  is  in  the  25  percent  to  75  percent  range.  But  Decatur's  lending  in  such 
integrated  neighborhoods  was  generally  confined  to  middle-income  neighborhoods. 

In  the  Detroit  metro  area,  mortgage  lending  activity  by  a  number  of  the  worst  case 
lenders  dropped  dramatically  or  was  virtually  nonexistent  in  neighborhoods  where  the 
minority  population  concentration  level  was  25  percent  or  more,  especially  along  the  northern 
boundary  of  the  City  of  Detroit.  This  can  be  seen  in  the  lending  pattern  maps  for  Standard 
Federal  Bank,  GMAC  Mortgage  Corporation,  First  Nationwide  Bank  and  Republic  Bancorp 
Mortgage.  A  similar  pattern  is  seen  in  the  Washington  D.C.  metro  area,  in  which  Nationsbank 
Mortgage  Company  made  almost  no  home  purchase  loans  in  the  large  segments  of  the  metro 
area  where  the  minority  population  concentration  is  greater  than  50  percent.  The  company 
also  makes  very  few  mortgage  loans  in  the  even  larger  portion  of  the  metro  area  where  the 
minority  populauon  concentration  is  greater  than  25  percent. 

By  contrast,  while  IMCO  Realty  Services  in  the  Houston  metro  area  made  virtually  no 
mortgage  loans  in  minority  neighborhoods  where  the  minority  population  concentration  was 
above  75  percent,  it  did  engage  in  a' moderate  level  of  lending  in  neighborhoods  where  the 
minority  population  concentration  fell  within  the  25  percent  to  75  percent  range. 

An  in-depth  review  of  the  lending  ratios  and  lending  pattern  maps  produced  for  this 
report  suggests  that  there  is  no  clear-cut  statistical  rule  for  identifying  lenders  that  have 
excluded  minority  neighborhoods  from  their  effective  lending  territories.  This  is  because  the 
level  of  minority  concentration  at  which  a  given  lender  begins  to  exclude  minority 
neighborhoods  will  vary  considerably  from  metro  area  to  metro  area,  and  from  lender  to 
lender  within  the  same  metro  area.  The  approximate  cut-off  points  can  be  as  various  as  75 
percent  minority;  50  percent  minority;  25  percent  minority;  75  percent  Black;  or  75  percent 
Hispanic.  Where  lenders  are  drawn  from  multiple  metro  areas,  much  of  this  variation  reflects 
demographic  and  economic  differences  between  metro  areas.  But  even  among  lenders  from 
the  same  metro  area,  there  is  considerable  room  for  individual  lender  preferences  and  biases 
to  play  a  role. 

In  assessing  all  of  these  lending  pattern  maps,  it  is  important  to  keep  in  mind  that 
race-based  discrimination  of  any  sort  in  mortgage  lending  is  unlawful.  Federal  law  prohibits 
lenders  from  varying  their  mortgage  lending  activity  depending  on  the  level  of  minority 
concentration  or  the  composition  of  the  minority  population.  The  Fair  Lending  laws  require 
that  all  types  of  minority  neighborhoods  be  given  equal  access  to  mortgage  financing.  Thus,  a 
mortgage  lender  cannot  justify  racial  redlining  in  neighborhoods  where  the  minority 
concentration  level  is  75  percent  or  more  by  citing  greater  lending  activity  in  neighborhoods 
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where  the  minority  concentration  level  ranges  from  25  percent  to  75  percent.  Similarly, 
lending  in  Hispanic  neighborhoods  does  not  mitigate  the  exclusion  of  Black  neighborhoods, 
and  vice  versa. 

It  bears  special  mention  thai  HMDA  statistics,  including  those  in  this  report,  often  do 
not  tell  the  full  story.  HMDA  statistics  by  themselves  are  often  used  to  measure  a  mortgage 
lender's  level  of  mortgage  lending  m  minority  neighborhoods  as  a  group.  But  these  numbers 
do  not  show  the  distribubon  of  a  lender's  loans  by  minority  concentration  or  composition 
within  the  minority  community.  This  distribution  may  be  Very  significant  in  assessing  whether 
or  not  Fair  Lending  laws  have  been  violated. 

Several  of  the  maps  illustrate  the  inherent  limitations  of  HMDA  statistics  in  evaluating 
lending  panems  for  Fair  Lending  enforcement  purposes.  Margarenen  &  Company  in  the 
Miami  metro  area  is  the  best  example.  The  HMDA  statistics  in  Table  10  indicate  that  the 
percentage  of  Margarenen' s  total  home  purchase  loan  approvals  going  to  Black 
neighborhoods  was  roughly  the  same  as  its  percentage  for  the  Miami  mortgage  market  as  a 
whole.  A  different  story  emerges,  however,  from  the  map  depicting  Margarenen' s  lending 
pattern  in  the  Miami  metro  area  (Map  19)  and  a  Banking  Research  Project  census-tract-by- 
census-tract  review  of  the  loan  origination  data  underlying  the  map.  The  more  detailed 
statistics,  when  combined  with  a  geographical  depiction,  reveal  that  while  Margarenen  was  an 
acnve  lender  in  several  outlying  Black  census  tracts  to  the  south  of  the  central  city  area,  it 
provided  comparatively  few  loans  in  the  large  cluster  of  Black  census  tracts  that  extend  north 
from  the  central  city  area. 

C  Decatur  Federal  S&L's  lending  pattern  in  Atlanta,  Georgia 

In  analyzing  Decatur's  pattern  of  home  mortgage  loan  originations,  the  Justice 
Department  noted  that  of  the  total  number  of  mortgage  loans  originated  by  Decatur  in  the 
Atlanta  Region  in  1988.  only  3  percent  (45  loans)  were  made  in  Black  census  tracts,  while 
the  comparable  percentage  was  also  3  percent  in  both  1989  (35  loans)  and  1990  (33  loans).12 
For  purposes  of  this  calculation,  the  Justice  Department  defined  Black  census  tracts  as  tracts 
in  which  Black  persons  comprised  50  percent  or  more  of  the  population.  The  Banking 
Research  Project's  analysis  of  Decatur's  1991  HMDA  data  indicates  that  during  1991  only  2.6 
percent  (29  loans)  of  Decatur's  home  purchase  loan  originations  within  the  Atlanta  metro  area 
were  made  in  Black  census  tracts,  as  defined  by  the  Justice  Department 

The  Banking  Research  Project  has  prepared  a  lending  pattern  map  for  Decatur  in  the 
Atlanta  metro  area  based  on  its  1991  HMDA  activity  (Map  37).  The  map  concept  is 
comparable  to  that  employed  by  the  Justice  Department  —  except  that  minority  census  tracts 
are  defined  as  those  in  which  minorities  comprised  50  percent  or  more  of  the  population, 
rather  than  those  in  which  Black  persons  comprised  50  percent  or  more  of  the  population.  The 
map  suggests  that  Decatur's  mortgage  lending  pattern  for  1991  had  not  changed  much  from 
the  pattern  which  the  Justice  Department  had  alleged  in  its  complaint  to  constitute  a  violation 
of  the  Fair  Lending  laws. 
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The  Justice  Department  complaint  described  Decatur's  lending  partem  in  the  following 

Decatur  Federal  defined  its  lending  area  pursuant  to  the  requirements  of  the 
Community  Reinvestment  Act  (CRA).  Decatur  Federal  circumscribed  its  CRA 
lending  area  in  Fulton  County  to  exclude  most  of  the  predominantly  black 
neighborhoods  of  the  City  of  Atlanta  and  South  Fulton  County  by  largely 
following  the  tracks  of  the  Seaboard  Coast/Southern  Railway  lire  and  the 
Georgia  Railroad,  which  historically  separated  black  neighborhoods  from  white 
neighborhoods  in  South  Fulton  County.  As  a  result,  over  76  percent  of  the 
black  population  of  Fulton  county  at  that  time,  based  on  the  1970  Census,  was 
excluded  from  Decatur  Federal's  CRA  lending  territory,  while  the 
predominantly  white  areas  of  North  Fulton  county  were  included.13 

D.  Lack  of  applications  from  minority  neighborhoods. 

There  are  two  basic  reasons  why  a  mortgage  lender  may  fail  to  maintain  roughly  the 
same  overall  market  share  m  minority  neighborhoods  as  in  white  neighborhoods.  First,  the 
lender's  market  share  of  applications  from  minority  neighborhoods  may  be  significandy  lower 
than  its  market  share  of  applications  from  white  neighborhoods.  Second,  the  lender's  approval 
rate  for  applications  from  minority  neighborhoods  may  be  significandy  lower  than  the 
market's  approval  rate  for  such  applications  —  Le.  the  approval  rate  for  all  home  purchase 
loan  applications  received  by  all  lenders  from  minority  neighborhoods  in  the  metro  area. 

Table  3  examines  the  relative  importance  of  these  two  factors  in  contributing  to  the 
worst  case  lending  patterns  in  the  16  metro  areas  included  in  this  study.  Table  3  provides 
HMD  A  statistics  on  home  purchase  loan  application  activity  and  approval  rates  for  one  worst 
case  lender  from  each  of  the  16  metro  areas.  In  constructing  Table  3,  the  Banking  Research 
Project  selected  from  each  metro  area  the  worst  case. lender  with  the  highest  or  second  highest 
total  number  of  home  purchase  loan  originations  in  1991.  The  worst  case  lender  with  the 
highest  loan  origination  total  was  chosen,  unless  that  lender  showed  a  greater  level  of  activity 
in  minority  neighborhoods  than  the  lender  with  the  second  highest  total,  in  which  case  the 
second  highest  lender  was  chosen. 

Table  3  indicates  that  the  selected  worst  case  lenders  had  a  much  higher  market  share 
of  total  home  purchase  loan  applications  in  white  neighborhoods  than  in  minority 
neighborhoods.  For  most  of  the  selected  worst  case  lenders,  the  disparity  in  their  market  share 
of  home  purchase  loan  applications  between  minority  and  white  neighborhoods  was  parallel  to 
the  disparity  in  their  market  share  of  home  purchase  loan  originations  berween  minority  and 
white  neighborhoods.  Table  3  also  shows  that  most  of  the  selected  worst  case  lenders  had 
approval  rates  for  home  purchase  loan  applications  from  minority  neighborhoods  that  were 
roughly  comparable  to  the  approval  rates  for  all  applications  received  by  all  lenders  from  such 
neighborhoods  —  Le„  the  market  approval  rate  in  minority  neighborhoods.'4  Taken  together, 
the  application  market  share  data  and  the  approval  rate  data  presented  in  Table  3  provide 
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convincing  evidence  thai  it  is  a  lack  of  applications  from  minority  neighborhoods,  rather  than 
a  low  loan  approval  rate,  that  is  the  immediate  cause  of  most  of  the  worst  case  lending 
pattens. 

E.  Presumption  of  no  marketing  effort. 

The  lending  partem  maps  are  important  not  just  for  what  they  reveal  about  lending 
activity  (or  the  lack  thereof)  in  minority  neighborhoods.  The  maps  also  reveal  that  the 
effecuve  lending  territories  of  major  lenders  do  not  arise  spontaneously.  Rather,  they  are 
actively  shaped  by  the  marketing  strategies  of  lending  institutions.  Most  major  lenders  do  not 
wait  passively  for  customers  to  walk  into  their  offices  and  request  loan  application  forms. 
Instead,  they  actively  initiate  specific  marketing  strategies  that  target  certain  types  of 
customers,  often  upscale  persons,  and  particular  geographic  areas.  The  lending  patterns  that 
emerge  are  thus  the  end  result  of  a  series  of  choices  by  mortgage  lenders,  such  as  where  to 
locate  retail  offices;  who  to  hire  as  agents  to  solicit  mortgage  loan  applications;  which  real 
estate  brokers  and  mortgage  brokers  to  cultivate  for  business  relationships;  and  what 
advertising  tactics  to  adopt.  This  holds  true  for  most  major  lenders,  not  just  the  worst  case 
lenders. 

As  shown  in  Table  3,  among  most  worst  case  lenders  mapped  by  this  study,  the 
problem  is  not  unusually  high  loan  denial  rates  for  applications  received  from  minority 
neighborhoods.  It  is  that  so  few  applications  are  received  from  these  areas  in  the  first  place. 
The  most  compelling  explanation  for  this  fact  is  that  lenders  have  excluded  minority 
neighborhoods  from  their  marketing  efforts.  This  conclusion  is  buttressed  by  a  key  finding  of 
this  study  —  that  lenders  do,  in  fact,  exercise  significant  control  over  the  shape  of  their 
effective  lending  territories. 

The  exclusion  of  minority  neighborhoods  from  a  lender's  marketing  efforts  could 
occur  in  a  variety  of  direct  or  indirect  ways.  A  lender  might,  for  example,  cultivate  working 
relationships  with  real  estate  brokers  who  serve  white  neighborhoods,  but  fail  to  build  ties 
with  real  estate  brokers  who  primarily  serve  minority  neighborhoods.  Or,  in  hiring  real  estate 
appraisers,  a  lender  might  decline  to  hire  appraisers  who  have  experience  in  appraising 
properties  in  minority  neighborhoods.  Both  of  these  practices  were  cited  by  the  Justice 
Department  in  its  claim  against  Decatur  S&L  for  discriminatory  marketing  practices.13 

Other  explanations  or  presumptions  are  possible,  but  they  also  raise  serious 
discrimination  issues.  For  example,  a  scarcity  of  applications  from  minority  areas  may  mean 
that  lenders  use  pie-screening  tactics  to  discourage  potential  applicants.  Or,  potential 
applicants  may  be  steered  away  from  the  lender  by  real  estate  brokers  because  the  lender 
employs  extremely  conservative  lending  criteria  geared  to  upscale  borrowers  —  a  lending 
policy  that  is  subject  to  challenge  under  the  "disparate  impact"  standard  in  civil  rights  law. 

Another  explanation  for  the  lack  of  applications  from  minority  neighborhoods  is  that 
there  is  little  or  no  demand  for  home  purchase  loans.  This  "insufficient  demand  hypothesis" 
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has  a  number  of  formulations: 

1.  "The  volume  of  home  purchase  loan  activity  in  minority  neighborhoods  is 
simply  too  small  to  generate  more  than  a  handful  of  applications." 

As  discussed  in  Section  F  below,  HMDA  data  demonstrates  that  there  is  an  active 
home  purchase  loan  market  throughout  most  of  the  minority  community.  Moreover,  as 
pointed  out  in  Section  G  below,  the  major  mortgage  lenders  who  have  made  senous  efforts  to 
market  home  purchase  loans  in  minority  neighborhoods  have  found  a  strong  level  of  demand. 

2.  "Mortgage  borrowers  from  minority  neighborhoods  usually  seek  types  of 
financing  that  are  not  provided  by  major  lenders." 

As  noted  in  Section  G  below,  major  mortgage  lenders  are  able  to  use  a  wide  variety  of 
mortgage  instruments,  including  conventional  loans,  to  serve  the  home  purchase  financing 
needs  of  minority  neighborhoods. 

3.  "Home  buyers  in  minority  neighborhoods  are  often  reluctant  to  apply  to  major 
mortgage  lenders  for  mortgage  loans." 

In  selecting  a  lender,  most  home  buyers  are  heavily  influenced  by  the 
recommendations  of  real  estate  brokers  and  other  real  estate  professionals.  In  this  setting,  the 
marketing  practices  of  mortgage  lenders,  including  their  relationships  with  real  estate  brokers, 
have  a  greater  impact  on  a  home  buyer's  choice  of  a  mortgage  lender  than  does  the  home 
buyer's  own  shopping  behavior. 

Considering  all  the  factors,  the  most  convincing  explanation  for  worst  case  lending 
patterns  that  stem  from  a  lack  of  applications  is  that  little  effort  has  been  made  to  market 
mortgage  loans  in  minority  neighborhoods.  Thus,  these  lending  patterns  represent  prima  facie 
evidence  that  minority  neighborhoods  have  been  improperly  excluded  from  a  mortgage 
lender's  marketing  efforts. 

F.  Substantial  mortgage  loan  market  in  minority  neighborhoods. 

Lenders  also  contend  that  while  they  do.  in  fact  pursue  even-handed  marketing 
policies  in  minority  as  well  as  white  neighborhoods,  they  receive  very  few  mortgage  loan 
applications  from  minority  neighborhoods  because  the  mortgage  market  is  so  thin  in  these 
areas.  To  examine  this  issue,  the  Banking  Research  Project  used  1990  HMDA  data  to 
compare  the  overall  volume  of  home  purchase  loan  activity  in  minority  neighborhoods  versus 
white  neighborhoods  for  the  16  metro  areas  covered  by  this  study. 

Table  4  shows  the  average  number  of  home  purchase  loan  originations  per  1.000  1-4 
family  housing  structures  and  condominium  units  for  four  different  neighborhood  categories: 
(a)  high  concentration  minority  neighborhoods  —  census  tract  population  greater  than  75 
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percent  minority;  (b)  minority  neighborhoods  more  broadly  defined  —  census  tract  population 
greater  than  50  percent  minority;  (c)  white  neighborhoods  —  census  tract  population  greater 
than  75  percent  white;  and  (d)  white  neighborhoods  that  are  moderate  income  neighborhoods. 
In  terms  of  neighborhood  income  levels,  minority  neighborhoods  are  more  similar  to 
moderate  income,  white  neighborhoods  than  to  white  neighborhoods  in  general.  Table  4 
indicates  that  for  the  16  metro  areas,  the  flow  of  home  purchase  loans  in  minority 
neighborhoods  broadly  defined  was  on  average  (unweighted)  54  percent  of  the  flow  in 
moderate  income  white  neighborhoods  and  44  percent  of  the  flow  in  white  neighborhoods  in 
general. 

Although  the  flow  of  home  purchase  loans  in  minority  neighborhoods  on  the  whole  is 
significantly  less  than  the  flow  in  white  neighborhoods,  the  data  demonstrate  that  there  is, 
nonetheless,  an  active  home  mortgage  loan  market  throughout  most  of  the  minority 
community.  This  suggests  that  the  dearth  of  mortgage  loan  applications  received  by  worst 
case  lenders  from  minority  neighborhoods  cannot  be  explained  by  the  hypothesis  that  there  is 
virtually  no  mortgage  loan  market  in  the  minority  community.  Moreover,  it  must  be  ■ 
emphasized  once  again  that  the  market  share  concept  used  in  the  lending  pattern  maps  adjusts 
each  lender's  loan  activity  to  reflect  the  size  of  the  mortgage  market  at  the  neighborhood 
leveL 

G.  Major  lenders  can  serve  home  financing  needs  of  minority  neighborhoods. 

Lenders  often  contend  mat  the  type  of  mortgage  loans  frequently  sought  by  applicants 
from  minority  neighborhoods  represent  financing  needs  that  are  not  readily  served  by  major 
lending  institutions.  In  order  to  explore  this  issue,  the  Banking  Research  Project  examined  the 
HMDA  database  for  the  16  metro  areas  included  in  the  study  to  determine  whether  there  were 
major  mortgage  lenders  that  actively  served  the  minority  community.  In  many  of  these  metro 
areas,  there  were,  indeed,  major  lenders  affirmatively  serving  minority  neighborhoods  — 
especially  large  depository  institutions  operating  in  their  home  markets  or  the  closely  related 
mortgage  affiliates  of  such  institutions.  The  Banking  Research  Project  mapped  the  lending 
patterns  for  several  of  these  "affirmative"  lenders. 

The  lending  pattern  map  for  Citibank  in  the  New  York  City  metro  area  (Map  35) 
indicates  that  Citibank  is  a  very  active  mortgage  lender  in  the  great  majority  of  the  metro 
area's  minority  neighborhoods,  especially  in  Brooklyn,  Queens,  the  Bronx,  and  Westchester 
County.  The  lending  pattern  map  for  Great  Western  Savings  Bank  in  the  Los  Angeles  metro 
area  (Map  36)  shows  a  comparable  pattern  for  Great  Western  in  a  majority  of  the  minority 
neighborhoods  of  Los  Angeles  (Map  36).  Similarly,  the  lending  pattern  map  for  Gulf  States 
Mortgage  Company  in  the  Atlanta  metro  (Map  37)  area  indicates  that  Gulf  States  is  an  active 
mortgage  major  lender  in  the  majority  of  Atlanta's  minority  neighborhoods. 

Additional  examples  of  major  lenders  that  affirmatively  serve  the  minority 
neighborhoods  of  their  metro  areas  —  although  not  quite  as  dramatically  as  Citibank  in  New 
York  and  Great  Western  in  Los  Angeles  —  are  Talman  Home  Mortgage  Corporation  in 
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Chicago.  Citibank  Federal  Savings  Bank  in  Chicago.  Maryland  National  Mortgage 
Corporation  in  Baltimore,  and  Marathon  Mortgage  Corporation  in  Detroit.  These  affirmative 
lenders,  many  of  which  are  large  depository  institutions  or  mortgage  affiliate?  that  work 
closely  with  such  institutions,  demonstrate  convincingly  that  the  home  purchase  financing 
needs  of  minority  neighborhoods  can  be  actively  served  by  major  lenders. 

The  lending  records  of  Citibank  in  New  York  City  and  Great  Western  in  Los  Angeles 
provide  an  especially  interesting  perspective  on  the  potential  role  of  major  lenders  in  the 
minority  community.  Many  mortgage  lenders  assume  that  loans  made  in  minority 
neighborhoods  should  be  insured  by  the  federal  government  under  the  FHA  loan  insurance  or 
the  VA  loan  guarantee  programs.  Major  lenders  who  are  not  actively  involved  in  FHA  and 
V  a  lending  may  use  this  assumption  as  a  rationale  for  not  marketing  in  minority 
neighborhoods.  Yet.  100  percent  of  the  2.386  home  purchase  loans  originated  by  Citibank  in 
the  minority  neighborhoods  of  the  New  York  metro  area  during  1990-91  were  conventional 
loans,  not  government-insured  loans.  Similarly,  100  percent  of  the  1490  home  purchase  loans 
originated  by  Great  Western  in  the  Los  Angeles  metro  area  during  1991  were  conventional 
loans.  This  shows  rather  dramatically  that  conventional  financing  can  play  a  major  role  in 
minority  neighborhoods. 

H.  Injury  to  minority  persons  and  minority  neighborhoods. 

Some  lenders  may  be  tempted  to  claim  that  their  failure  to  extend  their  marketing 
activities  into  the  minority  community  does  not  produce  the  concrete  injury  that  occurs  when 
loan  applications  are  denied  or  aggressive  prescreening  discourages  potential  applicants.  Yet 
in  broad  economic  terms,  the  refusal  of  some  lenders  to  trade  in  the  minority  community 
reduces  competition  and  lending  options  in  these  neighborhoods.  This  results  in  higher  prices 
for  mortgage  borrowers  and  narrower  options  than  are  available  in  the  white  community. 
Considerable  anecdotal  evidence  indicates  that  borrowers  in  minority  neighborhoods  often  pay 
a  premium  for  loan  products.  Such  premiums  are  often  charged  by  lenders  who  specialize  in 
serving  the  minority  community.  Large  lenders,  by  contrast,  who  must  price  their  mortgage 
loan  products  in  the  competitive  mainstream  mortgage  market,  generally  charge  lower  rates 
and  impose  fewer  points  on  mortgage  loan  products  than  many  lenders  who  target  minority 
neighborhoods.  The  more  large  mortgage  lenders  exclude  minority  neighborhoods  from  their 
marketing  areas,  the  greater  the  market  opportunity  for  specialized  lenders  to  extract  a 
premium  from  borrowers  in  these  neighborhoods. 

I.  Exclusionary  lending  criteria  contribute  to  worst  case  lending  patterns. 

1.  Impact  of  exclusionary  lending  criteria. 

A  number  of  the  worst  case  lenders  appear  to  have  restrictive  lending  criteria.  Even  if 
such  criteria  are  applied  even-handedly  to  both  white  and  minority  loan  applicants,  they  will 
have  a  disproportionate  adverse  impact  on  applicants  who  seek  home  financing  in  minority 
neighborhoods.  Such  disparate  impacts  can  arise  as  the  result  of  systematic  differences  in 
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applicant  income  levels  or  other  credii-related  characteristics  between  white  and  minority 
neighborhoods  or  differences  in  housing  stock  characteristics  between  white  and  minority 
neighborhoods. 

Restrictive  lending  policies  or  practices  can  have  such  a  disparate  impact  on 
minorities.  These  policies  and  practices  include: 

1 )  Minimum  loan  amount  thresholds  that  are  set  above  the  comparatively  low  home 
purchase  loan  amounts  often  sought  in  minority  neighborhoods; 

2)  High  down-payment  requirements; 

3)  Very  low  ceilings  on  monthly-pavment-to-income  ratios;' 

4)  Refusal  to  engage  in  FHA  insured  lending  or  to  develop  flexible  conventional 
financing  alternatives; 

5)  Refusal  to  lend  on  2-4  family  structures  in  metro  areas  where  minorities  are 
disproportionately  dependent  on  this  type  of  housing  structures;  and 

6)  Use  of  appraisal  standards  that  tend  to  undervalue  1-4  family  structures  in  minority 
neighborhoods.  (This  last  example  may  involve  direct  discrimination  as  well  as 
discrimination  via  disparate  impact.) 

Restrictive  lending  criteria  and  practices,  such  as  those  listed  above,  are  likely  to 
dramatically  shrink  the  pool  of  qualified  loan  applicants  in  most  minority  neighborhoods. 
They  also  deter  the  submission  of  loan  applications  or  referrals  from  real  estate  brokers  in 
such  neighborhoods.  From  a  major  lender's  point  of  view,  such  restrictive  lending  criteria 
may  limit  the  anticipated  number  of  loan  customers  from  minority  neighborhoods  to  such  an 
extent  that  there  appears  to  be  little  business  justification  for  marketing  loans  in  these  areas. 
However,  such  conservative  lending  criteria,  in  the  context  of  the  worst  case  lending  patterns 
mapped  for  this  study,  are  clearly  subject  to  challenge  under  the  "disparate  impact"  or  "effects 
test"  concept  of  lending  discrimination. 

The  HMD  A  database  itself  provides  interesting  evidence  on  the  adverse  impact  that 
conservative  lending  criteria  can  have  on  the  flow  of  home  purchase  loans  to  minority 
neighborhoods.  The  HMD  A  data  files  created  by  the  Banking  Research  Project  reveal  the 
percentage  of  each  lender's  home  purchase  loan  originations  within  a  metro  area  that  have 
been  made  to  low  and  moderate  income  borrowers,  and  also  a  percentage  of  such  home 
purchase  loans  originated  made  by  all  lenders  within  the  metro  area.16  Quite  often,  the  major 
home  purchase  loan  originators  who  ranked  lowest  in  terms  of  the  percentage  of  their  loans 
made  to  low  and  moderate  income  borrowers  were  also  identified  as  worst  case  lenders. 

For  example,  in  the  New  York  City  metro  area,  5.08  percent  of  all  home  purchase 
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loan  originations  were  made  to  low  and  moderate  income  borrowers.  Among  the  top  10 
mortgage  lenders  in  the  metro  area,  the  three  lenders  with  the  lowest  percentage  of  loan 
originations  to  low  and  moderate  income  persons  were  Prudential  Home  Mortgage  Company 
at  0.57  percent.  Chase  Home  Mortgage  Corporation  at  1.03  percent,  and  Chemical  Bank  at 
1.09  percent.  All  three  were  responsible  for  worst  case  lending  patterns. 

Similarly,  in  Washington  D.C.,  Chicago,  and  Los  Angeles,  the  major  home  purchase 
loan  originators  with  the  lowest  percentage  of  their  home  purchase  loan  originations  gomg  to 
low  and  moderate  income  borrowers  were  also  identified  as  worst  case  lenders.  These  lenders 
were  Nationsbank  Mortgage  Corporation  and  B.F.  Saul  Mortgage  Company  in  the  Washington 
D.C.  metro  area;  NBD  Mortgage  Company  in  the  Chicago  metro  area;  and  Citibank  Federal 
Savings  Bank  in  the  Los  Angeles  metro  area. 

2.  Fair  Lending  law  incorporates  the  "effects  test"  concept  of  discrimination. 

The  Fair  Housing  Act  and  the  Equal  Credit  Opportunity  Act  do  not  just  apply  to  credit 
policies  and  practices  that  involve  disparate  treatment  of  minorities  (intentional 
discrimination).  They  also  prohibit  policies  and  practices  which,  although  neutral  on  their 
face,  have  a  "discriminatory  effect"  or  "disparate  impact"  on  minorities.  Under  this 
discriminatory  effect  or  disparate  impact  approach  to  mortgage  lending  discrimination,  a 
showing  that  credit  policies  and  practices  have  a  disparate  impact  on  minorities  can  be  used 
to  establish  a  prima  facie  case  of  unlawful  discrimination.  Once  a  prima  facie  has  been 
established,  the  burden  shifts  to  the  defendant  to  justify  the  challenged  policies  and  practices 
as  a  business  necessity.17 

The  application  of  the  "effects  test"  concept  of  discrimination  to  Fair  Lending  law  was 
made  clear  by  the  U.S.  Senate  Banking  Committee  in  its  report  accompany  the  amendment  of 
the  Equal  Credit  Opportunity  Act.  in  1976.  The  Committee  explicitly  states  that  Congress 
intended  to  incorporate  within  the  legislative  ban  on  credit  discrimination  the  "effects  test" 
concept  developed  by  the  U.S.  Supreme  Court  in  the  employment  discrimination  area. 

The  prohibitions  against  discrimination  on  the  basis  of  race,  color,  religion  or 
national  origin  are  unqualified.  In  determining  the  existence  of  discrimination 
on  these  grounds,  as  well  as  on  the  other  grounds  discussed  below,  courts  or 
agencies  are  free  to  look  at  the  effects  of  a  creditor's  practices  as  well  as  the 
creditor's  motives  or  conduct  in  individual  transactions.  Thus  judicial 
constructions  of  and-discrimioation  legislation  in  the  employment  field,  in 
cases  such  as  Griggs  v.  Duke  Power  Company,  401  U.S.  424  (1971),  and 
Albemarle  Paper  Company  v.  Moody,  (U.S.  Supreme  Court,  June  25.  1975),  are 
intended  to  serve  as  guides  in  the  application  of  this  Act,  especially  with 
respect  to  the  allocations  of  burdens  of  proof." 

Similarly,  the  Fair  Housing  Act  has  been  widely  interpreted  by  the  federal  courts  to 
prohibit  housing  practices  that  have  a  disparate  impact  on  minorities  unless  the  defendant  can 
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demonstrate  a  business  necessity  for  such  policies.19  According  to  Professor  Robert  G. 
Schwemm,  a  leading  authority  on  the  Fair  Housing  Act: 

By  1988,  therefore,  a  strong  consensus  had  developed  among  the 
circuits  that  the  proper  meaning  of  Title  Vm  included  a  discriminatory  effect 
standard.  Only  the  First,  Tenth,  and  D.C.  Circuits  have  not  been  heard  from  on 
this  issue.  Not  a  single  court  of  appeals  currently  espouses  the  view  that  the 
effect  theory  is  inappropriate  for  Title  vm  cases.20 

Thus,  the  effects  test  concept  provides  an  important  basis  for  challenging  marketing 
policies  of  mortgage  lender's  that  focus  exclusively  on  upscale  neighborhoods.  Where  such 
policies  have  the  effect  of  excluding  minority  neighborhoods  —  as  they  often  do  —  they  can 
be  challenged  under  credit  discrimination  law.  And,  the  exclusion  of  minority  neighborhoods 
from  a  lender's  marketing  area  can  also  be  viewed  as  a  form  of  direct  or  intentional 
discrimination. 

J.  Consolidation  of  home  purchase  loans  made  by  affiliates. 

Under  HMD  A  reporting  rules,  corporations  that  engage  in  mortgage  lending  in  a  metro 
area  through  two  or  more  different  subsidiaries  report  separate  HMD  A  data  for  each 
subsidiary.  In  some  in«aw»tp  banking  organizations  that  operate  through  multiple  subsidiaries 
will  have  as  many  as  three  or  four  different  HMD  A  reporters  within  the  same  metro  area.  An 
important  regulatory  issue  is  whether,  for  Fair  Leading  enforcement  purposes,  the  HMD  A 
data  reported  by  a  corporation's  various  subsidiary  lenders  for  the  same  metro  area  should  be 
examined  separately  for  each  subsidiary  or  consolidated  for  all  subsidiaries. 

This  question  carries  great  significance  in  cases  where  there  is  a  major  divergence 
among  a  corporation's  subsidiaries  in  their  treatment  of  minority  neighborhoods  or  minority 
loan  applicants.  For  example,  in  the  New  York  City  metro  area.  Chase  Home  Mortgage 
Corporation  (Map  31)  made  comparatively  few  home  purchase  loan  originations  in  the  metro 
area's  extensive  minority  neighborhoods.  On  the  other  hand,  beginning  in  1991,  Chase 
Manhattan  Bank  —  an  affiliate  of  Chase  Home  Mortgage  Corporation  —  became  an  active 
lender  in  some  of  the  minority  neighborhoods  of  Brooklyn  (Map  32).  Similarly,  Nationsbank 
Mortgage  Corporation  engages  in  very  little  home  purchase  loan  origination  activity  in  the 
minority  neighborhoods  of  the  Washington  DC  metro  area  (Map  33).  Yet,  its  affiliate, 
Nationsbank  DC,  was  active  as  a  mortgage  lender  in  a  number  of  the  minority  census  tracts 
of  the  District  of  Columbia  during  1991  (Map  34). 

In  some  banking  organizations,  the  mortgage  lending  activity  of  a  subsidiary  mortgage 
company  may  be  operationally  entwined  with  that  of  a  subsidiary  bank.  In  such  cases,  it 
might  be  appropriate  to  consolidate  the  HMD  A  data  of  the  two  lenders  for  Fair  Lending 
enforcement  purposes.  However,  many  large  bank-related  mortgage  companies  operate  on  a 
nationwide  or  regional  basis,  and  are  active  mortgage  lenders  in  a  number  of  metro  areas  in 
which  their  bank  affiliates  are  not  present  Where  such  mortgage  companies  conduct  their 
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mortgage  lending  operations  independent  of  the  activities  of  their  bank  affiliates,  or  on  a 
geographic  scope  that  extends  beyond  the  deposit  base  of  their  bank  affiliates,  they  should  be 
judged  on  their  own  behavior  for  Fair  Lending  enforcement  purposes.  When  they  pursue 
policies  (hat  exclude  minority  neighborhoods,  they  should  not  be  allowed  to  obscure  this 
pattern  by  consolidating  their  HMDA  data  with  that  of  their  bank  affiliates.  If  their  marketing 
or  lending  policies  are  discriminatory,  these  policies  should  be  subject  to  direct  enforcement 
acuon  without  regard  to  the  policies  of  an  affiliated  bank. 

Allowing  the  mortgage  lending  activities  of  bank  affiliates  to  "offset"  discriminatory 
lending  patterns  by  large  bank-related  mortgage  companies  will  create  confusion  concerning 
Fair  Lending  compliance  requirements.  It  would  also  send  a  very  mixed  signal  to  large-scale 
mortgage  originators  by  implying  that  there  is  a  double  Fair  Lending  compliance  standard:  a 
lower  standard  in  metro  areas  where  (liscriminaiory  lending  patterns  can  be  offset  by  that  of 
any  bank  affiliates,  and  a  higher  standard  in  metro  areas  where  no  such  offset  is  possible. 
Where  these  mortgage  companies  operate  with  highly  centralized  lending  policies  and 
procedures  —  as  they  often  do  —  such  a  double  standard  would  be  operationally  difficult  to 
implement.  Under  any  circumstances,  it  would  create  confusion  concerning  the  requirements 
of  Fair  Lending  compliance. 

K.  Consolidation  of  loan  originations  and  loan  purchases. 

Many  mortgage  lenders  purchase  home  mortgage  loans  originated  by  other  lenders  as 
well  as  originating  their  own  mortgage  loans.  In  evaluating  Fair  Lending  compliance,  there 
are  serious  questions  about  consolidating  a  lender's  loan  origination  and  loan  purchases  into 
one  category. 

To  determine  whether  any  of  the  62  worst  case  lenders  were,  in  fact,  purchasing  a 
substantial  number  of  home  purchase  loans  secured  by  properties  located  in  minority 
neighborhoods  —  thereby  masking  failures  to  originaie  their  own  loans  to  such  neighborhoods 
—  the  Banking  Research  Project  reviewed  HMDA  data  files  on  both  purchased  loans  and 
loan  originations  for  the  16  metro  areas. 

The  results  of  this  review  (presented  in  Table  5)  indicate  that  in  29  of  the  62  worst 
case  lending  patterns,  lenders  were  not  purchasing  home  purchase  loans  in  the  metro  area,  or 
were  purchasing  only  an  inconsequential  number  of  such  loans.  Specifically,  in  25  cases  no 
loans  were  purchased,  while  in  4  cases  less  than  3  loans  were  purchased.  Among  the  33  cases 
where  the  worst  case  lender  was  purchasing  3  or  more  home  purchase  loans,  it  was  unusual 
for  such  purchases  to  include  loans  from  minority  neighborhoods  in  sufficient  number  to 
substantially  offset  the  adverse  partem  of  the  lender's  home  purchase  loan  origination  activity. 
In  only  5  instances  did  consolidation  of  the  lender's  loan  purchases  and  loan  originations  raise 
the  percentage  of  the  lender's  loans  going  to  minority  neighborhoods  by  more  than  1 
percentage  point. 

Regardless  of  these  statistics,  there  are  good  reasons,  from  a  Fair  Lending  enforcement 
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perspective,  why  purchased  loans  should  not  be  consolidated  with  loan  originations  in 
evaluating  the  lending  patterns  of  individual  lenders  —   or  at  least  good  reasons  to  establish  a 
presumption  against  such  consolidation.  Mortgage  loans  purchased  by  a  lender  may  have 
different  rates,  fees,  and  terms  than  loans  originated  by  the  lender.  Where  purchased  loans 
have  costs  that  are  higher  and  terms  more  disadvantageous  to  the  borrower.  Fair  Lending 
enforcement  would  be  compromised  if  data  on  purchased  loans  and  loan  origination  were 
consolidated.  Giving  mortgage  lenders  equal  credit  for  purchased  loans  and  loan  origination 
—  despite  possible  disparities  of  rates,  fees  and  terms  of  loans  —  would  perversely  work  to 
perpetuate  the  dual  housing  finance  market:  a  low-cost  market  in  white  neighborhoods  and  a 
high-cost  market  in  minority  neighborhoods. 

In  fact,  the  very  existence  of  a  dual  housing  finance  market  constitutes  prima  facie 
evidence  of  a  "structural"  violation  of  the  Fair  lending  laws.  The  Fair  Housing  Act  prohibits 
mortgage  lenders  from  charging  higher  prices  or  imposing  more  onerous  loan  terms  based  on 
the  racial  composition  of  the  neighborhood.  When  a  mortgage  borrower  in  a  minority 
neighborhood  pays  more  for  mortgage  credit  or  receives  more  onerous  terms  than  mortgage 
borrowers  in  white  neighborhoods,  there  should  be  a  presumption  of  unlawful  discrimination. 
unless  it  can  be  demonstrated  that  the  higher  mortgage  costs  are  warranted  by  higher  default 
risk  or  substandard  condition  of  the  dwelling. 

L.  Mortgage  companies  dominate  tfae  list  of  worst  case  lenders. 

As  indicated  above,  mortgage  lenders  reporting  under  HMD  A  can  be  grouped  into 
seven  general  categories  of  mortgage  lenders: 

1)  Independent  mortgage  companies,  such  as  Sears  and  Prudential,  which  are  not  controlled 
by  a  depository  institution  or  a  bank  holding  company; 

2)  Mortgage  companies  that  are  non-bank  subsidiaries  of  bank  holding  companies,  such  as 
Chase  Home  Mortgage  Corporation; 

3)  Mortgage  companies  that  are  direct  subsidiaries  of  commercial  banks; 

4)  Mortgage  companies  that  are  direct  subsidiary  of  savings  institutions; 

5)  Commercial  banks; 

6)  Savings  institutions;  and 

7)  Credit  unions. 

Table  6  shows  the  distribution,  by  type  of  lender,  of  the  62  worst  case  lending  patterns 
and  the  49  lenders  responsible  for  these  patterns. 

Independent  mortgage  companies  accounted  for  23  of  the  62  worst  case  lending 
patterns  (37  percent).  Many  of  the  13  independent  mortgage  companies  responsible  for  these 
23  worst  case  lending  patterns  are  very  large  mortgage  originators  active  in  a  great  number  of 
metro  areas  across  the  nation.  In  the  metro  areas  where  they  were  mapped,  they  were  among 
the  largest  home  purchase  loan  originators.  They  are  also  active  in  many  other  metro  areas 
where  they  operate  as  middle-tier  lenders,  often  ranking  somewhere  between  20th  and  50th  in 
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terms  of  home  purchase  loan  originations.  Quite  often  as  middle-uer  lenders,  they  exhibit  the 
same  focus  on  upscale,  white  neighborhoods  and  avoidance  of  minority  neighborhoods  that  is 
found  in  more  dramatic  fashion  in  their  lending  patterns  in  the  metro  areas  where  they  were 
mapped. 

Mortgage  company  subsidiaries  of  depository  institutions  and  of  bank  holding 
companies  —  commonly  referred  to  as  bank-related  mortgage  companies  —  accounted  for  17 
of  the  worst  case  lending  patterns  (27  percent).  Among  this  group,  mortgage  company 
subsidiaries  of  bank  holding  companies  accounted  for  7  worst  case  lending  patterns;  mortgage 
company  subsidiaries  of  savings  institutions  accounted  for  6  such  patterns;  and  mortgage 
company  subsidiaries  of  commercial  banks  accounted  for  4  such  patterns. 

Savings  institutions  accounted  for  14  worst  case  lending  patterns  (23  percent).  Many 
of  the  savings  institutions  responsible  for  worst  case  lending  patterns  are  locally-based 
depository  institutions  that  have  slowly  built  up  a  large  share  of  the  mortgage  market  within 
their  home  metro  area.  Unlike  the  independent  mortgage  companies,  the  majority  of  these 
savings  institutions  are  not  major  mortgage  lenders  in  a  wide  range  of  different  metro  areas. 

Commercial  banks  in  their  direct  mongage  lending  activities  accounted  for  only  8  of 
the  worst  case  lending  patterns  (13  percent).  To  some  extent,  this  may  reflect  the  fact  that  an 
increasing  number  of  commercial  banks  are  shifting  their  mortgage  lending  activities  to 
mortgage  company  affiliates  or  mortgage  company  subsidiaries. 
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PART  IV:  RECOMMENDATIONS  FOR  STRENGTHENING  FAIR  LENDING 
ENFORCEMENT. 

A.  The  federal  Fair  Lending  enforcement  agencies  should  routinely  determine  each 
mortgage  lender's  effective  lending  territory  and  assess  from  a  Fair  Lending  perspective 
whether  minority  neighborhoods  have  been  excluded  from  this  territory  or  underserved. 

A  critical  issue  in  enforcing  the  federal  ban  against  racial  redlining  is  the  question  of 
how  to  define  the  geographic  scope  of  a  lender's  effective  lending  territory  for  Fair  Lending 
enforcement  purposes.  If  a  minority  neighborhood  lies  within  a  lender' s  effective  lending 
territory,  as  defined  for  Fair  Lending  enforcement  purposes,  then  that  lender  cannot  lawfully 
exclude  the  neighborhood  from  its  marketing  efforts.  On  the  other  hand,  if  the  minority 
neighborhood  is  deemed  to  lie  outside  the  lender's  effective  lending  territory,  then  the  lender 
is  under  no  Fair  Lending  obligation  to  serve  it.  Remarkably,  however,  the  federal  regulatory 
agencies  charged  with  enforcing  the  Fair  Lending  laws  have  never  addressed  the  issue  of 
defining  a  lender's  effective  lending  territory  for  Fair  Lending  enforcement  purposes.  This 
serious  gap  in  the  federal  Fair  Lending  enforcement  strategy  is  a  principal  reason  why  worst 
case  lending  patterns,  such  as  those  depicted  in  this  report,  have  gone  unchallenged. 

One  factor  underlying  the  federal  Fair  Lending  enforcers  inattention  to  the  effective 
lending  territory  issue  has  been  the  general  perception  among  the  enforcement  agencies  that 
the  issue  of  racial  redlining  has  been  adequately  addressed  by  the  Community  Reinvestment 
Act.  In  the  late  1960s  and  early  1970s,  the  refusal  or  reluctance  of  many  savings  and  loans 
and  banks  to  extend  mortgage  credit  in  older  urban  neighborhoods  sparked  neighborhood 
efforts  to  halt  redlining  practices.  This  grassroots  activity  ultimately  led  Congress  to  enact  two 
landmark  pieces  of  legislation:  the  Home  Mortgage  Disclosure  Act  of  1975,  which,  as 
explained  above,  requires  each  mortgage  lender  to  disclose  geographic  information  on  its 
mortgage  lending  activity  and  is  the  foundation  of  this  study;  and  the  Community 
Reinvestment  Act  of  1977,  which  establishes  that  each  bank  and  savings  institution  has  an 
affirmative  obligation  to  serve  its  entire  local  community,  including  any  low  and  moderate 
income  neighborhoods  located  within  this  community. 

The  federal  banking  agency  regulations  implementing  the  Community  Reinvestment 
Act  require  a  commercial  bank  or  a  savings  association  to  delineate  its  local  community  on  a 
map.  This  delineation  cannot  exclude  low  and  moderate  income  neighborhoods.  Both  the 
regulatory  agencies  and  neighborhood  organizations  then  review  these  community  delineations 
to  determine  whether  any  low  and  moderate  income  neighborhoods  have  been  improperly 
excluded. 

In  sharp  contrast,  the  federal  regulations  implementing  the  Fair  Lending  laws  do  not 
require  mortgage  lenders  to  delineate  their  "local  community"  for  Fair  Lending  enforcement 
purposes.  Nor  do  the  federal  regulatory  agencies  in  their  Fair  Lending  enforcement  activities 
routinely  review  a  lender's  effective  lending  territory  to  determine  whether  minority 
neighborhoods  have  been  excluded  and,  if  so,  whether  this  exclusion  constitutes  a  violation  of 
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the  Fair  Lending  laws. 

However,  it  is  not  recommended  that  the  CRA  concept  of  a  priori  local  community 
delineations  be  extended  to  Fair  Lending  enforcement.  Rather  Fair  Lending  enforcement 
should  adopt  an  empirical  approach  to  defining  a  lender's  effective  lending  territory.  Under 
this  de  facto  approach,  an  effective  lending  territory  would  be  the  geographic  area  within 
which  a  lender  actually  makes  most  of  its  loans.  This  effective  lending  territory  should  then 
be  scrutinized  to  determine  if  minority  neighborhoods  have  been  improperly  excluded. 

An  important  advantage  of  the  de  facto  effective  fending  area  approach  is  that  it  can 
be  applied  to  mortgage  lenders  that  are  not  subject  to  CRA  and  who  therefore  have  not 
delineated  a  local  community  under  CRA.  However,  even  where  a  lender  is  subject  to  CRA 
and  a  local  community  delineation  has  been  made  for  CRA  purposes,  the  lender's  de  facto 
effective  lending  territory  should  be  examined  for  Fair  Lending  enforcement  purposes. 

B.  The  federal  Fair  Lending  enforcement  agencies  should  routinely  create  and  review 
lending  pattern  maps  for  individual  mortgage  lenders  as  an  aid  in  defining  effective 
lending  territories  and  assessing  whether  there  is  evidence  of  racial  redlining. 

No  Fair  Lending  enforcement  program  to  curb  racial  redlining  will  truly  be  effective 
unless  it  routinely  maps  the  lending  patterns  of  individual  mortgage  lenders.  A  lending  partem 
map  sheds  direct  light  on  two  key  factors  that  must  be  assessed  in  any  investigation  of  racial 
redlining:  (i)  the  scope  and  shape  of  a  lender's  effective  lending  territory  and  (ii)  the  extent  to 
which  minority  neighborhoods  may  have  been  excluded  or  underserved.  A  lending  pattern 
map  concisely  documents  a  lender's  de  facto  effective  lending  territory.  And,  as  shown  in  this 
report,  a  lending  partem  map  readily  allows  for  direct  comparison  between  a  lender's 
effective  lending  territory  and  the  location  of  minority  neighborhoods  within  a  metro  area, 
including  different  types  of  minority  neighborhoods.  By  doing  so,  it  provides  a  powerful  tool 
for  judging  whether  a  lender  has  improperly  excluded  minority  neighborhoods  from  its 
effective  lending  territory. 

From  a  regulatory  perspective,  a  lending  pattern  map  will  provide  a  valuable  targeting 
mechanism  with  which  to  identify  situations  in  which  an  in-depth  racial  redlining 
investigation  is  warranted.  Moreover,  as  demonstrated  by  this  report,  new  computer 
technology  now  allows  for  the  very  efficient  production  of  lending  partem  maps. 

Lending  partem  maps  can  provide  compelling  prima  facie  evidence  of  discrimination 
in  marketing  home  mortgage  loans.  When  a  lending  partem  map  indicates  that  a  lender  has 
excluded  minority  neighborhoods  from  its  effective  lending  territory  and  the  accompanying 
HMD  A  statistics  show  that  the  lender  has  received  few  applications  from  such  neighborhoods, 
the  most  compelling  presumption  is  that  the  lender  has  unlawfully  excluded  minority 
neighborhoods  from  its  marketing  efforts.  Indeed,  such  patterns  of  exclusion  with  respect  to 
application  activity  could  be  depicted  directly  by  mapping  the  lender's  market  share  of  home 
purchase  loan  applications,  rather  than  its  market  share  of  home  purchase  loan  originations. 
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Lending  pattern  maps  can  also  provide  prima  facie  evidence  of  racial  redlining  that 
involves  more  subtle  forms  of  discrimination.  For  example,  a  lending  pattern  map  showing 
that  a  major  lender  has  excluded  all  moderate  income  neighborhoods  from  its  effective 
lending  territory  in  a  metro  area  in  which  the  great  majority  of  minority  neighborhoods  are 
moderate  income  would  support  a  claim  of  unlawful  disparate  impact  or  discriminatory  effect. 
Similarly,  in  many  metro  areas,  a  lending  pattern  that  excluded  all  neighborhoods  within  the 
central  city  area  would  have  a  harsh  disparate  impact  on  minority  neighborhoods. 

C.  In  implementing  the  ban  on  racial  redlining,  the  federal  Fair  Lending  enforcement 
agencies  should  fully  develop  the  "disparate  impact"  or  "effects  test"  theory  of 
discrimination. 

In  implementing  an  enforcement  program  to  curb  racial  redlining,  the  federal  Fair 
Lending  enforcement  agencies  must  bring  into  play  a  full-fledged  disparate  impact  or  effects 
concept  of  mortgage  lending  discrimination.  This  concept  of  discrimination  provides  a  vital 
basis  for  challenging  many  lending  policies  and  practices  that  result  in  racial  redlining. 
Failure  to  employ  it  will  inevitably  limit  the  scope  of  any  enforcement  program  to  curb  racial 
redlining. 

As  shown  in  this  report,  upscale  marketing  strategies  are  in  many  instances  the  driving 
force  behind  mortgage  lending  patterns.  Where  such  policies  have  the  effect  of  excluding 
minority  neighborhoods  —  as  they  often  do  —  they  can  be  challenged  under  the  disparate 
impact  or  effects  test  standard. 

Similarly,  restrictive  lending  criteria  often  have  a  disproportionate  adverse  impact  on 
mortgage  loan  applicants  from  minority  neighborhoods  and  thus  can  be  a  cause  of  racial 
redlining.  When  a  lender  employs  restrictive  lending  criteria,  this  can  lead  to  a  low  approval 
rate  for  home  purchase  loans  in  minority  neighborhoods  or  discourage  residents  of  minority 
neighborhoods  from  submitting  home  purchase  loan  applications  to  the  lender.  Restrictive 
lending  criteria  should  be  challenged  by  the  federal  Fair  Lending  enforcement  agencies  and 
the  lender  involved  should  be  required  to  demonstrate  that  the  criteria  are,  in  fact,  needed  as  a 
matter  of  business  necessary. 

D.  HUD  should  promulgate  new  Fair  Lending  regulations  that  would  establish  an 
effective  enforcement  strategy  against  racial  redlining. 

HUD  has  ample  regulatory  authority  to  promulgate  Fair  Lending  regulations  that  will 
establish  the  enforcement  standards  that  are  necessary  if  the  federal  ban  on  racial  redlining  is 
to  be  a  reality  in  the  nation's  minority  neighborhoods,  rather  than  just  a  congressional 
promise. 

Section  3614a  of  the  Fair  Housing  Act  giants  HUD  broad  legislative  rulemaking 
authority  to  interpret  the  general  language  of  the  Act.21  This  grant  of  authority  provides 
HUD  with  broad  latitude  in  defining  specific  policies  and  practices  that  violate  the  Fair 
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Housing  Act.  Moreover,  where  Congress  has  granted  such  legislative  rulemaking  authority  to 
a  federal  agency,  the  courts  may  not  substitute  their  own  construction  of  the  statute  for  a 
reasonable  interpretation  made  by  the  agency.22 

Most  importantly,  HUD's  rulemaking  authority  under  the  Fair  Housing  Act  extends  to 
all  mortgage  lenders,  not  just  a  particular  type  of  mortgage  lender,  such  as  independent 
mortgage  companies.  Thus,  any  Fair  Lending  regulations  promulgated  by  HUD  to  implement 
the  federal  ban  on  racial  redlining  must  be  implemented  by  all  the  federal  Fair  Lending 
enforcement  agencies. 

The  new  HUD  regulations  should  firmly  establish  the  effective  lending  territory 
concept  as  a  key  element  of  the  Fair  Lending  enforcement  strategy.  Any  serious  enforcement 
strategy  to  curb  racial  redlining  must  have  a  clear  method  for  defining  the  geographic  scope 
of  a  mortgage  lender's  effecuve  lending  territory. 

The  new  HUD  regulations  should  also  establish  criteria  or  guidelines  for  determining 
whether  minority  neighborhoods  have  been  improperly  excluded  from  a  lender's  effecuve 
lending  territory.  For  example,  these  regulations  should  make  it  clear  that  if  a  major  lender 
makes  loans  broadly  throughout  most  of  a  metro  area,  then  the  lender  is  obligated  to  include 
most  of  the  metro  area's  minority  neighborhoods  within  its  effective  lending  territory.  Many 
of  the  worst  case  lending  patterns  mapped  in  this  study  would  fall  within  this  category. 

Specifically,  the  new  HUD  Fair  Lending  regulations  should  accomplish  the  following: 

1)  Declare  that  mortgage  lenders  may  not  pursue  marketing  or  lending  policies  or 
practices  that  exclude  minority  neighborhoods  from  their  effective  lending  territories  or 
substantially  underserve  minority  neighborhoods; 

2)  Establish  standards  for  defining  a  mortgage  lender's  effective  lending  territory; 

3)  Establish  standards  for  determining  whether  minority  neighborhoods  have  been 
improperly  excluded  from  a  mortgage  lender's  effective  lending  territory  or 
substantially  underserved; 

4)  Establish  that  lending  pattern  maps  showing  virtually  no  lending  or  very  limited 
lending  in  minority  neighborhoods  within  the  lender's  effective  lending  territory 
(properly  defined  for  Fair  Lending  purposes)  are  important  evidence  of  unlawful 
exclusion  or  underserving; 

5)  Establish  that  where  marketing  strategies  that  target  upscale  neighborhoods  have  a 
clear  discriminatory  effect  with  respect  to  the  inclusion  of  minority  neighborhoods 
within  a  lender's  effective  lending  territory,  these  marketing  strategies  constitute 
unlawful  discrimination; 
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6)  Establish  thai  where  restrictive  lending  criteria  have  a  discriminatory  effect  on 
minority  neighborhoods,  such  lending  criteria  constitute  unlawful  discrimination, 
unless  the  lender  can  show  that  the  criteria  are  required  by  business  necessity  and  that 
alternative,  less  discriminatory  criteria  are  not  practical. 

7)  Direct  the  primary  Fair  Lending  enforcement  agencies  to  review  the  effective 
lending  territories  of  mortgage  lenders  and  to  take  supervisory  action  where  minority 
neighborhoods  have  been  improperly  excluded  or  underserved; 

8)  Establish  that  where  minority  neighborhoods  have  been  improperly  excluded  or 
underserved.  the  primary  Fair  Lending  enforcement  agency  shall  at  a  minimum  require 
the  lender  to  develop  and  implement  an  affirmative  lending  program  for  such 
neighborhoods;  and 

9)  Explicidy  recognize  the  importance  of  computerized  of  HMD  A  data  as  a  tool  to 
enforce  the  prohibition  against  racial  redlining. 

A  Fair  Lending  enforcement  policy  that  fails  to  come  to  grips  with  the  exclusion  of 
minority  neighborhoods  from  effective  lending  territories  will  have  counterproductive 
consequences.  If  mortgage  lenders  that  actively  serve  minority  neighborhoods  are  rigorously 
scrutinized  —  while  lenders  that  summarily  exclude  minority  neighborhoods  are  exempt  from 
scrutiny  (because  their  lending  territories  do  not  include  minority  neighborhoods)  —  lenders 
will  be  more  inclined  to  steer  clear  of  minority  neighborhoods  entirely.  Lenders  might 
logically  conclude  that  avoiding  minority  neighborhoods  entirely  is  the  best  way  to  minimize 
their  exposure  to  Fair  Lending  enforcement. 

The  lending  partem  maps  for  Cambridgeport  Savings  Bank  (Map  40)  and  Shawmut 
Mortgage  Company  (Map  41)  in  the  Boston  metro  area  illustrate  this  concern.  Cambridgeport 
Savings  Bank  originated  no  home  purchase  loans  in  the  high  minority  neighborhoods  of  the 
Boston  metro  area  during  1991  (Table  11;  Map  40).  On  the  other  hand,  Shawmut  Mortgage 
Company  is  an  affirmative  lender  actively  involved  in  the  minority  neighborhoods  of  the 
Boston  metro  area  (Table  11;  Map  41).  Yet,  somewhat  ironically,  it  was  Shawmut  Mortgage 
Company  that  was  referred  by  the  Federal  Reserve  Board  to  the  Justice  Department  in  early 
1993  for  possible  Fair  Lending  violations  because  its  HMD  A  data  suggested  the  presence  of 
discriminatory  bias  in  its  lending  decisions.  Certainly  a  side-by-side  comparison  of  the  two 
lending  pattern  maps  would  suggest  that  even  if  Shawmut  is  found  to  have  engaged  in 
unlawful  discrimination,  Cambridgeport  Savings  is  no  less  culpable  than  Shawmut  in  terms  of 
negating  the  underlying  purposes  of  the  Fair  Lending  laws. 

E.  The  federal  Fair  Lending  enforcement  agencies  should  adopt  a  policy  statement  that 
would  establish  a  presumption  against  consolidating  home  purchase  loans  made  by 
affiliated  lenders  for  Fair  landing  evaluation  purposes. 

Where  two  affiliated  lenders  operate  in  undem  in  providing  mortgage  loans  in  the 
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same  metro  area  and  can  demonstrate  on  the  public  record  that  their  tandem  operation 
provides  minority  neighborhoods  with  the  same  access  to  mortgage  loans  as  white 
neighborhoods,  then  consolidation  of  their  home  purchase  loan  data  for  Fair  Lending 
enforcement  purposes  may  be  permissible.  However,  major  mortgage  lenders  that  operate  in 
many  different  metro  areas  should  be  evaluated  independent  of  any  such  tandem  operations 
with  affiliates. 

F.  The  federal  Fair  Lending  enforcement  agencies  should  adopt  a  policy  statement  that 
would  establish  a  presumption  against  consolidating  loan  originations  and  loan 
purchases  for  Fair  Lending  evaluation  purposes. 

A  mortgage  lender's  home  purchase  loan  originations  and  home  purchase  loan 
purchases  should  be  consolidated  for  Fair  Lending  evaluation  purposes  only  if  the  lender  can' 
demonstrate  on  the  public  record  that  the  rates,  fees,  and  terms  of  the  home  purchase  loans 
that  it  purchases  are  no  less  favorable  to  borrowers  than  the  rates,  fees,  and  terms  of' the  home 
purchase  loans  that  it  originates. 
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PART  V:  RECOMMENDATIONS  FOR  CONGRESS. 

A.  The  Congress  should  conduct  hearings  on  a  broad  spectrum  of  Fair  Lending  issues. 

The  Senate  and  House  Banking  Committees  should  conduct  hearings  on  the  failure  of 
the  Fair  Lending  enforcement  agencies  to  ensure  that  minority  communities  are  not 
underserved  by  mortgage  lenders. 

The  Senate  and  House  Banking  Committees  should  also  conduct  hearings  on  practices 
of  mortgage  lenders  in  minority  communities. 

B.  Congress  should  enact  legislation  to  facilitate  creating  state-based  financial  consumers 
associations. 

In  the  long  run.  the  only  effective  antidote  to  regulatory  failure  and  legislative  inaction 
is  provided  by  creating  vigorous  watchdog  organizations  that  are  democratically  controlled 
and  voluntarily  funded  by  citizens.   The  mission  of  these  financial  consumers  associations 
would  include: 

1.  Representing  citizen  and  local  community  interests  before  agencies,  legislative 
bodies,  the  courts  and  in  negotiations  with  financial  service  providers; 

2.  Disseminating  information  and  advice  to  citizens  on  specific  financial  services 
offered  in  their  local  markets; 

3.  Assisting  citizens  in  the  resolution  of  consumer  complaints  regarding  financial 
services. 

An  independent  advocacy  and  watchdog  organization  could: 

Monitor  the  performance  of  mortgage  lenders  in  minority  communities;  and 

Advocate  policies  that  will  ensure  reasonable  access  to  credit  for  underserved 
populations. 
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PART  VI:  THE  STUDY  DESIGN 

A.  Data  sources:  HMDA  and  Census  Bureau. 

All  of  the  mortgage  loan  data  used  in  this  study,  including  the  mortgage  loan  data 
underlying  the  maps  prepared  for  the  report,  are  based  on  the  computerized  home  mortgage 
loan  database  created  by  the  Federal  Reserve  Board  (FRB)  pursuant  to  the  Home  Mortgage 
Disclosure  Act  of  1975.  The  Federal  Reserve  Board  makes  this  database  available  to  the 
public  on  an  annual  basis  in  the  form  of  a  computerized  data  tape  know  as  the  Loan 
Applicauon  Register  (LAR).  Each  record  in  the  LAR  represents  an  individual  application  for 
residential  mortgage  loan  or  home  improvement  loan  (or  the  purchase  of  such  a  loan).  Each 
record  also  indicates  the  census  tract  location  of  the  property  involved,  the  race  and  income 
of  the  applicant,  and  the  disposition  of  the  loan  application. 

The  Banking  Research  Project  used  the  LAR  tapes  for  1990  and  1991  to  construct  an 
HMDA  database  of  1-4  family  home  purchase  loans  originated  during  1990  and  1991,  for 
each  of  the  16  metro  areas.  This  analysis  included  633,850  home  purchase  loan  applicauon 
records  from  the  1990  HMDA  database  and  623,132  such  records  from  the  1991  HMDA 
database. 

All  of  the  mortgage  loan  data  used  in  this  report  refers  to  home  purchase  loan 
originations.  (The  sole  exception  is  found  in  Table  5,  which  contains  data  on  loan  purchases 
rather  than  loan  originations.)  Under  the  HMDA  reporting  system,  home  purchase  loans 
include  mortgages  to  purchase  1-4  family  structures  and  condominium  units.  Home  purchase 
loans  do  not  include  refinancing,  home  improvement  loans,  loans  for  multifamily  dwellings. 
The  total  number  of  home  purchase  loan  application  records  in  the  LAR  for  each  metro  area 
in  the  study  is  shown  in  Table  7.  Table  7  also  indicates  the  number  of  home  purchase  loan 
applicauon  records  for  each  metro  area  for  which  the  FRB  had  indicated  validity  or  quality 
flags.23  This  study  excluded  all  such  application  records.  Table  8  provides  comparable,  but 
more  limited  data  on  the  total  number  of  home  purchase  loan  application  records  in  the  1990 
LAR  for  each  metro  area  in  the  study. 

All  of  the  HMDA  data  used  in  this  study  refers  to  the  number  of  home  purchase  loans, 
rather  than  the  dollar  amount  of  such  loans.  Given  the  fact  mat  home  prices  are  generally 
higher  in  white  neighborhoods  than  in  minority  neighborhoods,  use  of  dollar  amount  data 
would  show  an  even  greater  disparity  in  lending  activity  between  white  and  minority 
neighborhoods  than  use  of  loan  count  data. 

The  1991  HMDA  database  and,  to  a  lesser  extent,  the  1990  HMDA  database,  were 
used  to  calculate  HMDA  statistics  that  identified  any  major  lenders  that  had  originated 
comparatively  few  home  purchase  loans  in  minority  neighborhoods.  The  Banking  Research 
Project  then  employed  computerized  mapping  whniqn^<  to  map  the  lending  patterns  of  these 
major  mortgage  lenders. 
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This  study  also  employed  HMDA  statistics  and  computer  mapping  to  identify  any 
major  mortgage  lenders  that  had  made  a  comparatively  large  number  of  home  purchase  loans 
in  minority  neighborhoods.  Such  lending  patterns  are  referred  to  as  "affirmative  lending 
patterns".  A  number  of  such  lending  patterns  were  identified  and  8  lending  pattern  maps  were 
printed  to  depict  these  "affirmative  lending  pattern"  situations.  Two  of  these  affirmative 
lending  patterns  involved  situations  in  which  a  mortgage  company,  identified  and  mapped  as  a 
worst  case  lender,  had  a  bank  affiliate  with  an  affirmative,  albeit  somewhat  limited,  mortgage 
lending  pattern. 

All  of  the  Census  data  used  in  this  report  are  based  on  the  1980  Census  data  computer 
tape  which  the  FRB  makes  available  to  the  public.  This  computerized  Census  database 
contains  population,  family  income,  and  housing  stock  data  for  each  census  tract  within  the 
United  States.  At  the  time  the  report  was  prepared,  the  computer  tape  for  1990  Census  data 
was  not  available  from  the  FRB.  The  study  used  Census  information  from  the  FRB's  Census 
tape  to  identify  the  population,  income,  and  housing  stock  characteristics  of  the  census  tract 
associated  with  each  LAR  application  record. 

B.  Selection  of  lenders  for  mapping. 

The  basic  purpose  of  our  research  was  to  look  for  large  home  purchase  loan 
originators  that  have  extensive  lending  territories  within  a  metro  area,  but  which  exclude  or 
substantially  underserve  minority  neighborhoods.  As  indicated  above,  such  lending  patterns 
provide  prima  facie  evidence  of  unlawful  racial  redlining. 

The  process,  of  identifying  worst  case  lending  patterns  started  with  the  1991  HMDA 
data  files,  and  to  a  lesser  extent  its  1990  HMDA  data  files.  These  files  contain  several 
different  lending  ratios  that  measure  the  extent  of  a  lender's  home  purchase  lending  in 
minority  neighborhoods.  Selection  of  lenders  was  based  on  a  set  of  lending  ratios  calculated 
for  each  lender  in  each  of  the  16  metro  areas.  These  files  were  used  to  identify  and  select  for 
mapping  the  major  home  purchase  loan  originators  within  each  of  the  16  metro  areas  that  had 
made  few  loans  in  minority  neighborhoods. 

The  central  lending  ratio  employed  in  this  selection  process  was  the  percentage  of  a 
lender's  1-4  family  home  purchase  loan  originations  within  a  given  metro  area  that  were 
secured  by  homes  located  in  minority  census  tracts.  The  primary  definition  of  "minority" 
census  tracts  used  in  calculating  this  lending  ratio  was  census  tracts  in  which  minorities 
comprised  75  percent  or  more  of  the  population  (high  minority  area). 

Two  additional  lending  ratios,  based  on  alternative  definitions  of  minority  census  tract 
were  taken  into  consideration  in  the  selection  process.  These  alternative  definitions  were: 

The  percentage  of  home  purchase  loans  made  in  census  tracts  in  which  minorities 
comprised  50  percent  or  more  of  the  population  ("minority  area");  and 
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The  percentage  of  home  purchase  loan  approvals  granted  in  census  tracts  in  which 
Black  persons  comprised  75  percent  or  more  of  the  population  ("Black  census  tract"). 

As  a  general  rule,  the  Banking  Research  Project  selected  for  mapping  the  large  lenders 
within  each  metro  area  with  the  lowest  percentage  of  their  home  purchase  loan  origination  in 
high  minority  census  tracts  (defined  as  census  tracts  in  which  minorities  comprised  75  percent 
or  more  of  the  population).  In  some  selections,  however,  the  two  lending  ratios  using 
aiiemauve  definitions  of  minority  census  tracts  were  taken  into  consideration. 

The  lenders  selected  were  drawn  from  among  the  top  20  home  purchase  loan 
originators  within  each  of  the  16  metro  areas.  The  only  cases  where  selected  lenders  ranked 
higher  than  20th  within  a  metro  area  involved  two  lenders  whose  market  shares  declined 
considerably  from  1990  to  1991,  and  Prudential  Home  Mortgage  Company  in  the  Oakland 
metro  area  which  ranked  2 1st.  In  45  of  the  62  worst  case  lending  patterns  mapped  for  this 
report,  the  lender  involved  ranked  within  the  top  10  home  purchase  loan  originators  within  the 
metro  area  Such  large-volume  mortgage  lenders  tend  to  have  more  extensive  effective 
lending  territories  than  smaller  or  even  mid-sized  mortgage  lenders,  and  for  this  reason  their 
geographic  lending  patterns  are  more  likely  to  present  Fair  Lending  issues. 

The  same  HMD  A  data  files  were  also  used  to  identify  lenders  that  had  made  a 
comparatively  high  number  of  home  purchase  loans  in  minority  neighborhoods.  Such  lenders 
are  referred  to  in  the  report  as  "affirmative"  lenders. 

C  Designation  of  worst  case  lending  patterns  and  affirmative  lending  patterns. 

The  Banking  Research  Project  used  a  computer-generated  map  to  analyze  the  lending 
pattern  of  each  lender  identified  as  having  made  comparatively  few  home  purchase  loans  in 
minority  neighborhoods.  Each  lending  pattern  map  depicted  a  lender's  home  purchase  loan 
activity  within  a  single  metro  area.  Whenever  a  pattern  of  exclusion  or  underservice  was 
shown,  the  lender's  pattern  was  designated  as  a  "worst  case"  lending  pattern. 

The  Banking  Research  Project  printed  at  least  one  lending  pattern  map  for  each  of  the 
62  lending  patterns  that  were  designated  as  worst  case  patterns.  Color-coded  maps  were 
produced  depicting  these  patterns.  We  also  printed  a  lending  pattern  map  for  each  of  the  8 
lending  patterns  that  were  selected  as  affirmative  patterns. 

For  a  lending  pattern  to  be  designated  "worst  case,"  four  criteria  had  to  be  met: 

1)  The  lender  had  to  rank  among  the  top  20  home  purchase  loan  originators  within  the 
metro  area; 

2)  The  lender  had  to  rank  among  the  lowest  of  the  major  home  purchase  loan 
originators  within  a  given  metro  area,  in  terms  of  the  percentage  of  a  lender's  total 
home  purchase  loan  originations  in  the  metro  area  made  in  minority  neighborhoods,  as 
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determined  by  HMDA  statistics; 

3)  The  lender  had  to  originate  home  purchase  loans  throughout  most  of  the  metro  area 
or  at  least  large  segments  of  it.  Making  such  a  determination  requires  mapping,  at  least 
if  it  is  to  de  done  efficiently;  and 

4)  The  lender  had  to  exhibit  a  pattern  of  excluding  or  substantially  underserving 
minority  areas. 

The  great  majority  of  the  computer-generated  lending  pattern  maps  analyzed  were 
designated  worst  case  lending  patterns.  This  was  not  surprising  in  view  of  the  fact  that  each 
lender  selected  for  mapping  (i)  was  a  major  lender  within  the  metro  area  and  thus  could  be 
expected  to  have  a  large  effective  lending  territory  and  (ii)  had  made  few  loans  in  minority 
neighborhoods  or  had  underserved  such  neighborhoods. 

The  comparatively  smaller  number  of  map  patterns  that  were  not  given  the  "worst 
case"  designation  usually  involved  lenders  with  effective  lending  territories  of  limited 
geographic  scope,  often  located  in  suburban  areas.  In  a  limited  number  of  cases,  virtually  all 
of  the  lender's  home  purchase  loans  were  located  in  a  handful  of  outlying  census  tracts  —  an 
indication  that  the  lender  was  financing  particular  tract  developments,  rather  than  offering 
home  purchase  loan  to  the  public  at  large. 

The  distinction  between  lenders  and  lending  patterns  is  important.  A  "lending  pattern" 
refers  to  a  lender's  activity  within  a  single  metro  area.  Yet,  many  major  lenders,  including 
some  of  those  designated  as  worst  case  lenders  in  this  study,  are  active  in  more  than  one 
metro  area.  As  indicated  above,  this  study  identified  62  worst  case  lending  patterns,  but  only 
48  lenders  accounted  for  these  62  lending  patterns.  Eight  of  the  48  worst  case  lenders  were 
responsible  for  worst  case  lending  patterns  in  more  than  one  of  the  16  metro  areas. 

Both  the  lending  ratio  statistics  used  to  select  lenders  for  mapping  and  the  lending 
pattern  maps  reviewed  to  identify  worst  case  lending  patterns  refer  to  a  lender's  home 
purchase  lending  activity  within  a  single  metro  area.  Thus,  when  a  lender  was  selected  for 
mapping,  it  was  on  the  basis  of  the  lender's  HMDA  statistics  for  a  given  metro  area  —  and 
the  selection  was  independent  of  the  lender's  activity  in  other  metro  areas.  Similarly,  when  a 
lender's  pattern  was  designated  a  worst  case  lending  pattern,  this  classification  was  made 
independent  of  any  lending  patterns  that  the  lender  might  have  shown  in  other  metro  areas. 

When  a  lender  is  referred  to  as  a  worst  case  lender,  the  designation  does  not  refer  to 
the  lender's  pattern  of  activity  in  general,  but  rather  is  specific  to  the  lender's  activity  in  one 
or  more  metro  areas  where  the  lender  is  responsible  for  a  worst  case  lending  pattern.  Thus,  it 
is  possible  for  a  lender  to  be  worst  case  lender  in  one  metro  area  and  an  affirmative  lender  in 
another  metro  area.  In  fact,  this  study  found  that  Citibank  was  an  affirmative  lender  in  the 
New  York  metro  area,  while  Citibank  Federal  Savings  Bank  was  a  worst  case  lender  in  the 
Los  Angeles  metro  area.  Hence,  Citicorp,  the  bank  holding  company  which  owns  both 
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Citibank  (New  York)  and  Citibank  Federal  Savings  Bank  (Los  Angeles),  could  been  seen  as 
both  a  worst  case  lender  and  an  affirmative  lender. 

Nonetheless.  Fair  Lending  law  obligates  banking  organizations  to  pursue 
nondiscriminatory  mortgage  lending  policies  in  all  of  the  markets  in  which  they  operate. 
Thus,  the  fact  that  a  lender  is  an  affirmative  lender  in  one  metro  area  does  not  in  any  way 
mitigate  a  worst  case  lending  pattern  in  another  metro  area. 

D.  Lending  patterns  and  corresponding  HMDA  statistics. 

1.  List  of  worst  case  lenders  and  affirmative  lenders  •  Table  9. 

The  worst  case  lending  patterns  and  affirmative  lending  patterns  identified  in  this 
study  are  listed  in  Table  9  by  the  name  of  the  responsible  lender.  This  table  indicates  the 
metro  area  for  each  lending  pattern  and  provides  summary  HMDA  statistics  on  the  lender's 
home  purchase  loan  application  and  origination  activity  within  that  metro  area.  Summary 
HMDA  statistics  for  1991  are  shown  for  each  lender.  In  cases  where  two-year  HMDA  data 
(1990  and  1991)  were  used  to  create  the  lending  pattern  map  for  a  selected  lender.  Table  9 
also  provides  summary  HMDA  statistics  for  1990  for  the  lender.  Table  9  also  indicates  each 
lender's  rank  within  the  relevant  metro  area,  in  terms  of  the  number  of  home  purchase  loan 
originations. 

The  Lender  Type  Code  column  in  Table  9  indicates  which  federal  agency  has 
supervisory  authority  over  each  selected  lender  for  HMDA  purposes.  To  some  extent,  this 
supervisory  designation  provides  a  useful  method  for  classifying  mortgage  lenders.  The  codes 
are: 

Code  1 

Commercial  banks  supervised  by  the  Comptroller  of  the  Currency  (national  banks)  and  their 

mortgage  company  subsidiaries. 

Code  2 

Commercial  banks  supervised  by  the  FRB  (state  chartered  banks)  and  their  mortgage 

company  subsidiaries  as  well  as  all  mortgage  company  subsidiaries  of  bank  holding 

companies. 

Code  3 

Commercial  banks  and  savings  banks  supervised  by  the  FDIC  (state  chartered  banks)  and 

their  mortgage  company  subsidiaries. 

Code  4 

Savings  and  loans  and  savings  banks  supervised  by  the  Office  of  Thrift  Supervision  and  their 

mortgage  company  subsidiaries. 
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Code  7 

Mortgage  companies  thai  are  not  subsidiaries  of  depository  institutions  or  bank  holding 

companies  (independent  mortgage  companies). 

Code  C 

State  chartered  depository  institutions  for  which  HMD  A  compliance  authority  has  been 

delegated  to  state  authorities. 

For  example,  in  the  Boston  metro  area  in  1991,  Shawmut  Mortgage  Company  received 
1.417  applications  for  home  purchase  loans;  originated  932  home  purchase  loans;  and  ranked 
first  in  the  metro  area  in  number  of  home  purchase  loan  originations.  Shawmut  Mortgage 
Company  is  a  nonbank  mortgage  company  subsidiary  of  a  bank  holding  company,  Shawmut 
National  Corporation.  Thus  its  federal  supervisor  for  HMDA  reporting  purposes  is  the  Federal 
Reserve  Board. 

2.  HMDA  data  ratios  used  to  select  lenders  for  mapping  •  Table  10. 

Table  10  provides  for  each  worst  case  or  affirmative  lending  pattern  the  three  HMDA 
data  lending  ratios  considered  in  selecting  lenders  for  mapping.  These  ratios  are: 

(a)  the  percentage  of  the  lender's  total  home  purchase  loan  originations  within  the 
metro  area  that  were  made  in  neighborhoods  in  which  minorities  comprised  75  percent 
or  more  of  the  population  (high  minority  areas); 

(b)  the  percentage  of  the  lender's  total  home  purchase  loan  originations  within  the 
metro  area  that  were  made  in  neighborhoods  in  which  minorities  comprised  SO  percent 
or  more  of  the  population  (minority  areas);  and 

(c)  the  percentage  of  the  lender's  total  home  purchase  loan  approvals  within  the  metro 
area  that  were  made  in  neighborhoods  in  which  Black  persons  comprised  75  percent  or 
more  of  the  population  (Black  areas). 

Table  10  also  provides  these  same  HMDA  data  ratios  for  all  home  purchase  loan 
originations  or  approvals  made  in  1991  by  all  lenders  reporting  under  HMDA  for  each  of  the 
metro  areas.  These  ratios  are  shown  in  the  row  of  data  to  the  right  of  each  metro  area  name. 
These  ratios  indicate  the  geographic  distribution  of  the  entire  home  purchase  loan  origination 
or  approval  market  within  the  metro  area  and  provide  a  useful  benchmark  for  evaluating  the 
lending  ratios  of  individual  lenders. 

A  fourth  lending  ratio  reviewed  by  the  Banking  Research  Project  —  the  percentage  of 
loan  approvals  in  Black  neighborhoods  that  were  made  to  Black  applicants  —  is  also  shown 
in  Table  10.  It  is  quite  different  from  the  other  ratios  in  that  it  looks  not  only  at  the 
geographic  location  of  loans,  but  also  at  the  race  of  the  borrower.  Where  only  a  small 
percentage  of  the  home  purchase  loans  originated  by  a  lender  in  Black  neighborhoods  are 
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extended  to  Black  applicants,  this  may  suggest  a  pattern  of  discrimination  against  Black 
applicants  and  displacement  of  Black  residents.  Hie  value  of  this  "displacement  ratio"  for 
several  of  the  worst  case  lenders  raises  such  a  concern. 

As  shown  in  Table  10.  in  the  Philadelphia  metro  area  in  1990.  PHH  U.S.  Mortgage 
Corporation  made  3.3  percent  of  its  total  home  purchase  loan  application  approvals  in  Black 
neighborhoods  —  a  percentage  ratio  well  above  that  of  the  other  worst  case  lenders  in 
Philadelphia.  Yet.  only  5.6  percent  of  the  mortgage  company's  loan  approvals  in  Black 
neighborhoods  were  granted  to  Black  applicants.  By  way  of  contrast.  70  percent  of  all 
approvals  granted  by  all  lenders  in  the  Black  neighborhoods  of  the  Philadelphia  metro  area  in 
1991  were  made  to  Black  persons.  Table  10  shows  roughly  similar  patterns  for  Manhattan 
Savings  Bank  in  the  New  York  metro  area  (1990  and  1991).  Source  One  Mortgage  Services 
in  the  Sl  Louis  metro  area  (1991).  and  American  Residential  Mortgage  in  the  Dallas  metro 
area  (1991). 

3.  Lending  patterns  and  HMDA  market  snare  data  •  Table  11. 

The  summary  market  share  data  for  the  individual  lenders  whose  lending  patterns  have 
been  mapped  for  this  report  are  shown  in  Table  11.  The  4th  and  5th  data  columns  show  each 
lender's  share  of  total  home  purchase  loan  originations  in  minority  neighborhoods  and  in 
white  neighborhoods.  Where  two-year  HMDA  data  was  used  to  create  a  lending  pattern  map, 
the  market  share  ratios  for  the  lender  are  shown  separately  for  1990  and  1991. 

The  first  market  share  ratio  (the  fourth  column  of  Table  11)  indicates  the  individual 
lender's  percentage  share  of  all  home  purchase  loan  origination  made  by  all  HMDA  reporters 
in  all  the  minority  census  tracts  of  the  metro  area.  High  minority  census  tracts  are  defined  as 
those  in  which  minorities  comprise  75  percent  or  more  of  the  census  tract  population. 

The  second  market  share  ratio  (the  fifth  data  column  of  Table  11)  indicates  the  individual 
lender's  percentage  share  of  all  home  purchase  loan  originations  made  by  all  HMDA  reporters 
in  all  the  white  census  tracts  of  the  metro  area.  White  census  tracts  are  defined  as  those  in 
which  white  persons  comprise  75  percent  or  mare  of  the  census  tract  population. 

In  contrast  to  the  lending  pattern  maps,  which  indicate  market  share  at  the  census  tract 
level  the  two  market  share  ratios  in  Table  1 1  refer  to  market  share  within  areas  that  represent 
aggregations  of  census  tracts  with  similar  racial  concentration  levels. 

The  market  share  ratios  presented  in  Table  1 1  are  the  single  best  HMDA  statistic  for 
evaluating  a  major  lender's  level  of  activity  in  minority  neighborhoods.  This  is  due  to  the  fact 
that  the  market  share  approach  automatically  adjusts  for  the  smaller  size  of  the  loan  market  in 
minority  neighborhoods.  By  way  of  contrast,  the  lending  ratios  presented  in  Table  10  (loan 
distribution  ratios)  —  which  focus  on  the  pw«"E»  of  the  lender's  total  loans  made  in 
minority  neighborhoods  —  do  not  adjust  for  the  difference  in  market  volume  and  thus  tend  to 
understate  die  impact  that  the  geographic  distribution  of  a  lender's  loans  has  on  minority 
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neighborhoods. 

For  example,  as  shown  in  Table  10,  of  the  total  number  of  home  purchase  loans 
originated  by  Shawmut  Mortgage  Corporation  during  1991  in  the  Boston  metro  area,  5.5 
percent  were  made  in  high  minority  neighborhoods  —  a  seemingly  modest  share  of 
Shawmut's  total  origination.  Yet,  as  shown  in  Table  11,  Shawmut's  home  purchase  loans  in 
these  minority  neighborhoods  accounted  for  27.9  percent  of  all  the  home  purchase  loan 
originations  that  they  received. 

However,  neither  the  market  share  ratios  presented  in  Table  1 1  nor  the  loan 
distribution  ratios  presented  in  Table  10  indicate  the  spatial  location  of  the  lender's  loans. 
Thus,  they  cannot  provide  information  on  the  shape  of  the  lender's  effective  lending  territory  - 
or  the  geographic  distribution  of  the  lender's  loans  within  the  minority  community. 

Table  1 1  also  identifies  the  lending  partem  map  associated  with  each  set  of  lender 
market  share  ratios.  The  lending  pattern  maps  incorporated  into  the  report  are  assigned  the 
map  numbers  shown  in  Appendix  A.  The  other  lending  pattern  maps  are  given  the  map 
numbers  listed  in  Appendix  C.  Table  1 1  also  indicates  whether  the  map  depicts  a  worst  case 
lending  pattern  (WCL)  or  an  affirmative  lending  pattern  (AFR). 

E.  Inventory  of  lending  pattern  maps  and  Census  data  maps. 

1.  Lending  pattern  maps. 

The  Banking  Research  Project  generated  80  color-coded  lending  pattern  maps.  These 
maps  depict  71  different  lending  patterns:  62  worst  case  lending  patterns,  8  affirmative 
lending  patterns,  and  one  pattern  not  classified.  In  8  cases,  two  maps  were  prepared  showing 
the  same  lending  pattern  from  different  perspectives.  Finally,  there  is  one  map  showing  the 
local  community  delineated  by  a  lender  for  purposes  of  the  Community  Reinvestment  Act. 

Of  the  80  lending  pattern  maps  produced.  30  are  included  and  discussed  in  the  text  of 
the  report  The  entire  set  of  80  lending  pattern  maps  produced  for  this  study  is  listed  in 
Appendix  C,  and  is  available  from  the  Banking  Research  Project  The  30  maps  actually 
included  in  this  report  are  listed  in  Appendix  A. 

Among  the  70  separate  lending  pattern  maps  generated  for  this  study,  53  are  based  on 
1-4  family  home  purchase  loans  originated  during  1991  and  reported  pursuant  to  HMD  A.  The 
17  other  lending  pattern  maps  are  based  on  the  lender's  loan  activity  over  the  two-year  period 
including  both  1990  and  1991.  Two-year  HMD  A  data  was  available  for  mapping  in  these 
instances  because  the  Banking  Research  Project  had  previously  created  a  computerized 
mapping  file  for  these  lenders  using  the  1990  HMD  A  data  and  it  was  relatively  easy  to 
consolidate  their  1990  and  1991  mapping  files.  In  cases  where  two-year  HMD  A  data  was 
employed  for  mapping,  the  market  share  percentage  shown  in  the  maps  refers  to  the  lender's 
share  of  total  home  purchase  loans  originated  by  all  HMD  A  reporters  over  the  two-year 
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period. 

As  a  genera]  maner.  mapping  two-year  HMD  A  data  provides  a  clearer  picture  of  a 
lender's  effective  lending  area.  This  is  because  even  where  lenders  are  actively  engaged  in 
serving  a  particular  community,  they  may  not  lend  to  every  census  tract  within  the 
community  each  year,  or  their  level  of  lending  within  individual  census  tracts  may  fluctuate 
greatly  from  one  year  to  the  next.  The  use  of  two-year  data  smooths  out  such  fluctuations  and 
produces  more  clearly  defined  effective  lending  territories.  On  the  other  hand,  using  two-year 
HMD  A  data  may  not  be  advisable  if  there  has  been  a  substantial  change  in  the  lender's 
mortgage  lending  pattern  from  one  year  to  the  next.  None  of  the  lenders  for  which  two-year 
HMD  A  data  was  used  in  mapping  worst  case  lending  patterns  had  shown  any  major  shift  in 
the  percentage  of  their  total  home  purchase  loans  going  to  minority  neighborhoods  between 
1990  and  1991. 

2.  Census  data  maps. 

The  Banking  Research  Project  also  employed  the  FRB's  computerized  database  of 
1980  Census  data  to  create  a  set  of  demographic  maps,  or  Census  data  maps,  for  each  of  the 
16  metro  areas.  The  various  Census  data  maps  prepared  for  this  study  show  for  each  census 
trace 

1)  the  number  of  1-4  family  housing  units  (all  16  metro  maps); 

2)  the  percentage  of  the'  census  tract  population  represented  by  minorities  (all  16  metro 
maps); 

3)  whether  the  population  of  minority  census  tracts  is  predominantly  Black  or 
predominantly  Hispanic  (7  metro  maps);  and 

4)  the  median  family  income  within  the  census  tract  (12  metro  maps). 

Used  in  conjunction  with  the  lending  pattern  maps,  these  Census  data  maps  provide  a 
valuable  framework  for  analyzing  whether  lenders  have  improperly  excluded  minority 
neighborhoods  from  their  effective  lending  territories. 

The  Banking  Research  Project  created  a  total  of  51  color-coded  Census  data  maps.  All 
are  listed  in  Appendix  C.  and  are  available  from  the  Banking  Research  Project  upon  request. 
Six  of  the  5 1  Census  data  maps  are  included  and  discussed  as  part  of  the  text  of  this  report. 
A  listing  of  all  the  maps  included  with  this  report  can  be  found  is  Appendix  A. 

F.  Design  of  lending  pattern  maps. 

1.  Market  share  concept. 
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To  depict  each  lender's  role  in  the  mortgage  market  at  the  neighborhood  level  and  the 
lender's  overall  marketing  strategy,  this  report  relies  upon  the  market  share  concept  in 
creating  the  lending  patterns  maps.  A  lender's  market  share  within  a  census  tract  means  the 
lender's  share,  expressed  as  a  percentage,  of  the  total  number  of  1-4  family  home  purchase 
loan  originations  made  by  all  lenders  within  that  census  tract  during  a  given  year. 

An  alternative  method  for  mapping  the  lending  activity  of  individual  lenders  —  one 
rejected  by  this  study  —  is  the  loan  count  approach,  which  would  display  the  number  of  loans 
made  by  each  lender  within  each  census  tract.  A  loan  count  mapping  is  made  by  stratifying 
the  census  tract  loan  counts  for  an  individual  lender  into  intervals,  and  then  using  color  codes 
to  map  the  interval  associated  with  the  loan  count  for  each  census  tract. 

The  market  share  concept  is  a  conservative  approach  that  tends  to  place  lenders  in  a 
more  favorable  light  than  the  loan  count  approach.  Because  lending  activity  in  white 
neighborhoods  tends  on  average  to  be  significantly  higher  than  in  minority  neighborhoods, 
maps  using  loan  counts  will  show  much  higher  activity  in  white  neighborhoods  than  in 
minority  neighborhoods  for  the  great  majority  of  lenders.  Thus,  the  loan  count  approach 
emphasizes  the  disparity  in  lending  levels  between  minority  and  white  neighborhoods. 

However,  the  loan  count  approach  makes  it  is  difficult  to  distinguish  between  lenders 
that  affirmatively  serve  minority  neighborhoods  and  those  that  underserve  such 
neighborhoods.  This  happens  because  even  lenders  that  have  made  an  affirmative  effort  to 
lend  in  minority  neighborhoods  will  often  show  higher  loan  counts  in  white  neighborhoods 
than  in  minority  neighborhoods. 

By  contrast,  the  market  share  approach  automatically  adjusts  a  lender's  loan  count  for 
each  census  tract  to  reflect  the  size  of  the  mortgage  loan  market  within  that  census  tract.  This 
dampens  the  disparity  in  lending  activity  between  minority  and  white  neighborhoods,  and  by 
doing  so  places  lenders  in  a  more  favorable  light.  But  it  also  makes  it  easier  to  distinguish 
between  affirmative  lenders,  break-even  lenders  and  negative  leaders. 

For  purposes  of  mapping  most  of  the  worst  case  lending  patterns  identified  in  this 
report,  it  would  not  have  made  much  difference  whether  the  market  share  approach  or  the 
loan  count  approach  wjre  used.  Either  approach  would  have  shown  that  most  of  the  worst 
case  lenders  have  made  no  loans  in  the  great  majority  of  minority  census  tracts. 

2.  Color-coded  market  share  intervals. 

For  all  of  the  lending  partem  maps  (with  the  exception  of  those  including  the  New 
York  City  metro  area)  the  market  share  values  at  the  census  tract  level  have  been  stratified 
into  four  intervals: 

1)  0  percent  market  share  (no  loans  within  the  census  tract); 

2)  0.01  percent  -  3  percent  market  share; 
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3)  3  percent  -  10  percent  market  share;  and 

4)  over  10  percent  market  share. 

The  four  market  share  intervals  have  been  color-coded,  and  each  census  tract  has  been 
given  the  map  color  that  corresponds  to  the  lender's  market  share  within  that  tract.  In  the  case 
of  census  tracts  where  no  home  purchase  loans  were  reported  by  any  lenders  subject  to 
HMD  A.  the  census  tract  area  has  been  coded  yellow. 

Since  the  overall  level  of  concentration  in  the  home  purchase  loan  origination  market 
varies  appreciably  from  one  metro  area  to  the  next,  one  would  also  expect  to  find 
considerable  variation  among  metro  areas  in  the  market  shares  held  by  larger  lenders. 
Nonetheless,  in  most  of  the  metro  areas  under  review,  a  market  share  falling  within  the  0.01 
percent  -  3  percent  interval  can  be  viewed  as  "moderate";  a  market  share  within  the  3  percent 
-  10  percent  interval  can  be  termed  "average";  and  a  market  share  greater  than  10  percent  can 
been  seen  as  "major." 

The  lending  pattern  maps  for  the  New  York  City  metro  area  differ  in  that  they  employ 
five  market  share  intervals: 


0  percent; 

0.01  percent  -  3  percent; 

3  percent  -  10  percent; 

10  percent  -  25  percent;  and 

over  25  percent. 


The  fifth  interval  (over  25  percent)  was  added  because  some  of  the  major  lenders  had 
very  high  market  shares  in  many  neighborhoods.  There  is  a  reason  for  the  high  level  of 
concentration  in  the  mortgage  market  at  the  neighborhood  level  in  the  New  York  City  metro 
area.  In  many  neighborhoods  1-4  family  structures  and  condo  units  represent  a  very  small 
share  of  the  housing  stock  and  consequently  the  market  for  home  purchase  loans  tends  to  be 
relatively  thin. 

3.  Demographic  data  overlays 

Minority  neighborhoods  are  identified  in  the  lending  pattern  maps  by  means  of 
diagonal  line  overlays.  In  creating  these  overlays,  the  definition  of  "minority  neighborhoods" 
assumes  a  key  role,  just  as  it  did  in  the  calculation  of  the  HMD  A  data  lending  ratios.  For 
overlay  purposes,  the  Banking  Research  Project  selected  the  definition  of  minority 
neighborhoods  that  would  enable  a  lending  pattern  map  to  best  portray  the  level  of  minority 
population  concentration  at  which  the  lender  tended  to  exclude  or  substantially  underserve 
minority  neighborhoods. 

For  the  great  majority  of  lending  pattern  maps,  minority  neighborhoods  were  defined 
as  census  tracts  in  which  minorities  comprised  50  percent  or  more  of  the  population.  In  some 
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metro  areas  where  an  alternative  definition  of  minority  neighborhoods  proved  useful  in 
assessing  mongage  lending  paoems,  this  alternative  definition  was  employed  in  creating  the 
diagonal  overlays. 

For  example,  in  Atlanta  and  Detroit  the  diagonal  overlay  indicates  census  tracts  in 
which  minonbes  represent  25  percent  or  more  of  the  population.  In  Miami  the  overlay  shows 
census  tracts  in  which  Black  persons  represent  SO  percent  or  more  of  the  population.  In  Los 
Angeles.  Sl  Louis,  and  Houston,  the  diagonal  overlay  on  some  of  the  lending  pattern  maps 
indicates  census  tracts  in  which  minorities  represent  75  percent  or  more  of  the  population.  As 
explained  below,  a  broader  perspective  on  the  correspondence  between  a  particular  lending 
pattern  and  the  location  of  minority  neighborhoods  can  be  gained  by  a  side-by-side 
comparison  of  the  lending  pattern  map  and  the  minority  population  map  for  the  metro  area. 

To  gain  further  insight  into  the  lending  patterns  reviewed  in  this  study,  several  lending 
pattern  maps  were  created  in  which  the  diagonal  overlay  indicates  a  specific  median  family 
income  level,  rather  than  minority  population  concentration  level.  For  example.  Map  2,  the 
lending  pattern  map  for  Chase  Home  Mongage  Corporation  in  Chicago  uses  a  diagonal 
overlay  to  indicate  census  tracts  in  which  the  median  family  income  is  greater  than  1 10 
percent  of  the  metro  area  median  family  income  —  Le.,  upper  income  and  upper-middle 
income  neighborhoods.  Other  lending  pattern  maps  with  diagonal  overlays  specifying  a 
median  family  income  level  are  NBD  Mortgage  in  Chicago,  Bell  Federal  in  Pittsburgh  and 
Sears  in  Pittsburgh. 

Even  where  median  family  income  overlays  have  not  been  created,  a  clear  perspective 
on  the  relationship  between  a  lender's  mortgage  lending  pattern  and  neighborhood's  income 
levels  can  be  gained  by  means  of  a  side-by-side  comparison  of  the  lending  pattern  map  and 
the  median  family  income  map  for  the  metro  area. 

G.  Technical  data  processing  and  mapping  issues. 

The  Banking  Research  Project  has  prepared  a  technical  paper  that  explains  in  detail 
how  the  HMD  A  data  statistics,  lending  pattern  maps,  and  Census  data  maps  were  prepared  for 
this  study.  This  paper  discusses  how  the  FRB  LAR  data  file  was  processed,  which 
application  records  were  excluded,  and  die  structure  of  the  HMD  A  data  files  created  by  the 
Banking  Research  Project.  The  paper  also  riiscn.«fts  the  design  of  the  lending  pattern  maps 
and  the  Census  data  maps  and  the  source  of  the  computerized  census  tract  boundaries  used  to 
construct  these  maps.  In  addition,  the  paper  explains  the  approximation  procedure  employed 
by  the  Banking  Research  Project  in  order  to  use  HMDA  data  based  on  1980  census  tract 
boundaries  to  create  lending  pattern  maps  and  Census  data  maps  based  on  1990  census  tract 
boundaries. 

The  lending  partem  maps  and  Census  data  maps  prepared  for  Atlanta,  Boston,  Sl 
Louis,  and  Washington  DC  use  1980  census  tract  boundaries.  The  maps  prepared  for 
Baltimore,  Buffalo,  Chicago,  Dallas,  Detroit,  Houston,  Miami,  New  York,  Oakland, 
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Philadelphia,  and  Pittsburgh  use  1990  census  tract  boundaries.    Two  sets  of  maps  —  one 
using  1980  census  tract  boundaries  and  the  other  using  1990  census  tract  boundaries  —  were 
prepared  for  Los  Angeles  in  order  to  evaluate  the  impact  of  switching  from  1980  to  1990 
boundaries.   Appendix  C  indK="*<  the  year  of  the  census  tract  boundaries  used  for  each 
lending  pattern  map  and  census  data  map  prepared  for  the  report. 
^- 

1.  42  U.S.C.  3604(a).  3604<b). 

2.  42  U.S.C.  3605. 

3.  F_g.,  Old  West  End  Assn  v.  Buckeye  Federal  S&L.  675  F.  Supp.  1100  (N.D.  Ohio  1987;  Laufman 
v.  Oakley  Building  A  Loan  Co..  408    F.  Supp.  498  (SD.  Ohio  1976). 

4.  12  C.F.R.  531.8(d). 

5.  42  U.S.C.  3605. 

6.  United  States  of  America  v.  Decatur  Federal  Savings  and  Loan  Association.  No.  92-CV-2198  (N.D. 
Georgia.  Sept  17  1992).  Complaint 

7.  United  States  of  America  v.  Decatur  Federal  Savings  and  Loan  Association,  No.  92-CV-2198  (N.D. 
Georgia.  Sept  17  1992).  Consent  Decree,  at  2. 
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Lending  &  Discrimination:  Research  and  Enforcement  Conference,  U.S.  Department  of  Housing  and 
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10.  See.  e.g.,  the  hearings  on  mortgage  lending  discrimination  held  by  the  Banking,  Currency,  and 
Housing  Committee  of  the  U.S.  Senate  on  February.  24,  1993. 

11.  As  used  in  this  report  the  term  "primary  Fair  Lending  enforcement  agency"  reflects  the  de  facto 
allocation  of  the  responsibility  for  administrative  enforcement  of  the  Fair  Lending  laws  that  has  taken 
place  among  the  many  federal  agrnrirs  with  de  jure  responsibility  for  enforcing  the  Fair  Housing  Act 
and  the  Equal  Credit  Opportunity  Act  The  Fair  Housing  Act  ^^gnaw  hud  as  the  lead  federal 
agency  for  administrative  enforcement  of  its  provisions  with  respect  to  all  types  of  mortgage  lending 
institutions,  and  grants  the  broad  prosecutorial  authority  to  the  Justice  Department  The  Equal  Credit 
Opportunity  Act  allocates  the  responsibility  for  administrative  enforcement  of  its  provisions  with 
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depository  institutions,  and  thus  are  viewed  in  this  report  as  the  primary  enforcement  agencies  for  such 
mortgage  tenders.  HUD.  not  the  FTC  is  viewed  in  this  report  as  the  primary  enforcement  agency  for 
non-depository  mortgage  leaden    This  judgment  reflects  a  number  of  factors.   As  im^r«in\  HUD  has 
broad  administrative  enforcement  responsibilities  under  the  Fair  Housing  Act  with  respect  to  all 
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mortgage  lenders.   The  FTC  has  no  special  mandate  in  the  housing  or  housing  finance  area  and  lacks 
the  administrative  resources  for  any  major  Fair  Lending  enforcement  program.   The  nonbank 
subsidiaries  of  bank  holding  companies  (as  non-depository  institutions)  are  not  subject  to  the  direct 
Fair  Lending  enforcement  authority  of  the  federal  banking  agencies.  Thus.  HUD  is  viewed  in  this 
report  as  the  primary  enforcement  agency  for  such  mortgage  lenders. 
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13.  Complaint,  supra  note  6.  at  5-6. 
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lender  but  not  accepted  by  the  borrower.  For  example,  of  the  aggregate  total  of  623.676  home 
purchase  loan  applications  with  no  FRB  edit  flag  in  the  16  metro  areas  in  1991.  only  2.65  percent 
were  approved  by  the  lender  but  not  accepted  by  the  applicant. 

15.  Complaint,  supra  note  6,  at  4. 

16.  In  construed  ng  HMD  A  data  files  for  this  study,  the  Banking  Research  Project  defined  low  and 
moderate  income  borrowers  as  pers  2S  whose  income  was  less  than  80%  of  the  metro  area  median 
family  income.  Borrower  income  is  one  of  the  data  items  reported  in  HMD  A  application  records.   A 
borrower's  reported  income  was  compared  to  the  1989  median  family  income  for  the  appropriate 
metro  area. 
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Deerfield,  Illinois.  1992,  at  10-24,  10-25. 
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dramatically  reducing  the  burden  of  proof  required  to  establish  a  business  necessity  defense.   Wards 
Cove  Packing  Co.,  Inc.  v.  Aumio.  490  U.S.  642  (1989).   However,  Congress  responded  by  enacting  the 
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the  data  in  the  record. 
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Table  A 


Boom: 

Cambndgepon  Savings  Bank  -  1991 

Miami: 

Margaretten  &.  Company  -  1991 
Home  Savings  of  America  -  1991 

New  York  City: 

Prudential  Home  Mortgage  Company  -  1991 

Apple  Bank  for  Savings  -  1991 

Cbenucal  Bank  -  1991 

Manhattan  Savings  Bank  •  1991 

Chase  Home  Mortgage  Corporation  -  1990  and  1991 

Chicago: 

Sears  Mortgage  Corporation  -  1991 

Mid  America  Federal  Savings  Bank  -  1990  and  1991 

First  Illinois  Mortgage  Company  -  1991 

Chase  Home  Mortgage  Company  -  1990  and  1991 

NBD  Mortgage  Company  •  1991 

Principal  Mutual  Life  Insurance  -  1991 

Cragin  Federal  Bank  -  1991 

Mortgage  Capital  Corporation  -  1991 

Buffalo: 

Chase  Lincoln  First  Bank  -  1990  and  1991 
Manufacturers  &  Traders  Trust  Company  -  1990  and  1991 
American  Home  Funding  -1991 

Detroit: 

Standard  Federal  Bank  -  1991 
GMAC  Mortgage  Corporation  -  1991 
Republic  Bancorp  Mortgage  -  1991 
Republic  Bank  S3.  -  1991 
First  Nationwide  Bank  •  1991' 

Philadelphia: 

GE  Capital  Mortgage  Services  -  1990  and  1991 
Margareoen  &  Company  -  1991 
PHH  VS.  Mortgage  Corporation  -  1991 
Meridian  Mortgage  Corporation  •  1991 

St.  Look: 

United  Postal  Savings  Association  -  1990  and  1991 

Sears  Mortgage  Corporation  ■  1991 

Security  &  Financial  Mortgage  ■  1991 

Home  Federal  Savings  Bank  of  Missouri  -  1991 

Source  One  Mortgage  Services  -  1991 

Pittsburgh: 

Sears  Mortgage  Corporation  -  1991 

Bell  Federal  Savings  &  Loan  ■  1990  and  1991 

Dallas: 

IMCO  Realty  Services  •  1991 

CTX  Mortgage  Company  -  1991 

Guardian  Mortgage  Company  -  1991 

Sunbelt  National  Mortgage  Corporation  -  1991 

American  Residential  Mortgage  -  1991 

Baltimore: 

American  Home  Funding  -  1991 
B.F  Saul  Mortgage  Company  -  1991 

Hoomob: 

IMCO  Realty  Services  -  1991 

NoTwest  Mortgage  Inc.  -  1990  and  1991 

CTX  Mortgage  •  1991 

Washington,  D.C: 

Nanonsbank  Mortgage  Corporation  -  1991 
Developers  Mortgage  Corporanon  -  1990  and  1991 
B.F  Saul  Mortgage  Company  -1991 

Oakland: 

Sears  Mortgage  Corporation  -  1991 
Weyerhaeuser  Mortgage  Company  -  1991 
Prudential  Home  Mortgage  Company  •  1991 
Wells  Fargo  Bank  -  1990  and  1991 

Atlanta: 

Decatur  Federal  Savings  &  Loan  -  1991 
Entrust  Funding  Company  -  1991 
Sears  Mortgage  Corporation  -  1991 
Griffin  Federal  Savings  Bank  -  1991 
Prudential  Home  Mortgage  Corporation  -  1991 

Los  Angeles: 

Sears  Mortgage  Corporation  -  1991 
Citibank  Federal  Savings  Bank  -  1991 
California  Federal  Bank  -  1990  and  1991 
Bank  of  America  -  1990  and  1991 
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TABLE  1 

16  METRO  AREAS  -  MINORITY  POPULATION  AND  CENSUS  STATUS 

1980  CENSUS  DATA 


Census 
Status 

FTPS 
Code 

Minority 
Populauon 

Rank  by 

Minority 

Populauon 

Minonty 

Populauon 

as  a  % 

of  Total 

Populauon 

New  York 

PMSA 

5600 

3608010 

1st 

43.60** 

Los  Angeles 

PMSA 

4480 

3523900 

2nd 

47.13% 

Chicago 

PMSA 

1600 

2032510 

3rd 

33.54% 

Washington  DC 

MSA 

8840 

1068814 

4th 

32.88% 

Philadelphia 

PMSA 

6160 

1057640 

5th 

22.42% 

Detroit 

PMSA 

2160 

1022846 

6th 

22.79% 

Houston 

PMSA 

3360 

980095 

7th 

35.83% 

Miami 

PMSA 

5000 

871338 

8th 

53.60% 

Baltimore 

MSA 

0720 

609226 

9th 

27.70% 

Oakland 

PMSA 

5775 

582443 

10th 

33.06% 

Atlanta 

MSA 

0520 

564260 

13th 

26.39% 

Dallas 

PMSA 

1920 

521130 

15th 

26.62% 

Sl  Louis 

MSA 

7040 

447470 

19th 

18.83% 

Boston 

PMSA 

1120 

280801 

29th 

10.00% 

Pittsburgh 

PMSA 

6280 

195386 

42th 

8.81% 

Buffalo 

PMSA 

1280 

129015 

67th 

12.70% 
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TABLE  2 

16  METRO  AREAS  -  POPULATION  OF  MINORITY  NEIGHBORHOODS 
1980  CENSUS  DATA 


High  Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  75%  or  more  of  population. 
Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  50%  or  more  of  population. 


Percent  of 
Total  Population 

Percent  of 
Black  Populauon 

Percent  of 
Hispanic  Population 

High 

Minority 

Areas 

Minority 
Areas 

High 

Minority 

Areas 

Minority 
Areas 

High 

Minority 

Areas 

Minority 
Areas 

Miami 

35.19% 

55.87% 

74.29% 

90.84% 

49.18% 

77.22% 

Los  Angeles 

25.95% 

43.36% 

77.27% 

88.14% 

44.48% 

72.50% 

New  York 

29.97% 

39.99% 

79.16% 

88.74% 

53.91% 

72.20% 

Chicago 

23.61% 

29.10% 

87.08% 

92.25% 

34.19% 

56.07% 

Houston 

17.73% 

26.93% 

66.31% 

79.29% 

27.07% 

47.02% 

Washington  DC 

17.49% 

23.54% 

59.88% 

72.03% 

8.49% 

18.05% 

Oakland 

12.66% 

21.41% 

59.87% 

78.53% 

14.91% 

27.13% 

Baltimore 

17.17% 

21.10% 

63.91% 

73.01% 

13.21% 

17.59% 

Detroit 

15.92% 

20.67% 

73.32% 

87.50% 

8.78% 

17.44% 

Atlanta 

15.28% 

20.32% 

58.15% 

71.09% 

12.12% 

17.84% 

Dallas 

12.67% 

19.33% 

66.12% 

79.74% 

13.60% 

33.93% 

Philadelphia 

14.65% 

18.33% 

67.40% 

76.62% 

34.73% 

52.54% 

St.  Louis 

11.95% 

14.56% 

65.47% 

74.99% 

10.65% 

12.96% 

Buffalo 

7.05% 

10.18%  .. 

60.90% 

76.71% 

8.69% 

30.27% 

Boston 

4.00% 

5.53% 

54.12% 

63.29% 

17.00% 

30.66% 

Pittsburgh 

3.74% 

4.89% 

44.09% 

53.63% 

6.17% 

7.74% 
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TABLE  3 


APPLICATIONS  AND  APPROVAL  RATES:  INDIVIDUAL  LENDERS  AND  ALL  LENDERS 

MINORITY  AND  WHITE  NEIGHBORHOODS 
HOME  PURCHASE  LOANS  -  1991  HMD  A  DATA 


Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  75%  or  more  of  population. 
White  Neighborhoods:  Census  Tracts  in  which  Whites  are  75%  or  more  of  population. 


Individual  Lender's 

Application 

Application 

Market  Share  of 

Approval 

Rate 

Approval  Rate 

Applications 

in  Minority  Areas 

in  White  Areas 

Minority 

White 

Lender 

All 

Lender 

All 

Areas 

Areas 

Applications 

Apl 

ications 

BOSTON 

Cambridgeport  Savings  Bank 

0.6% 

2.1% 

0.0% 

56.7% 

85.9% 

77.9% 

NEW  YORK 

Chase  Home  Mortgage  Corp. 

12% 

4.9% 

59.0% 

55.0% 

80.9% 

72.7% 

BUFFALO 

Manufacturers  &  Traders 

6.0% 

153% 

613% 

61.9% 

88.7% 

83.7% 

PHILADELPHIA 

Margaretten  &.  Co. 

2.0% 

8.6% 

96.7% 

60.6% 

91.9% 

81.7% 

PITTSBURGH 

Sears  Mortgage  Corp. 

0.8% 

7.7% 

100.0% 

602% 

933% 

753% 

BALTIMORE 

American  Home  Funding 

0.4% 

53% 

60.0% 

66.9% 

78.7% 

79.0% 

WASHINGTON  DC 

Nanonsbank  Mortgage  Corp. 

ATLANTA 

Entrust  Funding  Co. 

0.7% 

4.1% 

68.0% 

66.4% 

88.4% 

78.8% 

1.7% 

3.5% 

38.1% 

653% 

80.0% 

80.1% 

MIAMI 

Home  Savings  of  America 

3.0% 

10.1% 

64.9% 

63.4% 

683% 

72.3% 

CHICAGO 

Sears  Mortgage  Corp. 

0.6% 

2.6% 

87.0% 

65.4% 

92.4% 

82.3% 

DETROIT 

Standard  Federal  Bank 

4.4% 

15.4% 

67.7% 

58.6% 

90.1% 

80.7% 

ST.  LOUIS 

United  Postal  Savings  Assoc. 

2.0% 

62% 

453% 

57.0% 

83.6% 

772% 

DALLAS 

CTX  Mortgage  Company 

HOUSTON 

IMCO  Realty  Services 

2.1% 

6.8% 

86.7% 

58.1% 

86.0% 

762% 

2.9% 

9.0% 

433% 

49.3% 

753% 

73.7% 

OAKLAND 

Weyerhaeuser  Mortgage  Co. 

1.0% 

2.9% 

66.7% 

573% 

763% 

72.1% 

LOS  ANGELES 

Bank  of  America 

3.3% 

7.4% 

403% 

56.8% 

55.6% 

62.1% 
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TABLE 4 

FLOW  OF  HOME  PURCHASE  LOANS  IN 

MINORITY  AND  WHITE  NEIGHBORHOODS 

1990  HMD  A  DATA 


Average  Number  of  Home  Purchase  Loans  Per  1 ,000 
1  -4  Family  Housing  Structures  and  Condo  Units 

High  Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  75%  or  more  of  population. 
Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  50%  or  more  of  population. 
White  Neighborhoods:  Census  Tracts  in  which  Whites  are  75%  or  more  of  population. 
Moderate  Income:  Census  Tracts  in  which  the  median  family  income  is  greater  than  50%  and  - 
less  than  or  equal  to  80%  of  the  metro  area  median  family  income. 


ATLANTA 

BALTIMORE 

BOSTON 

BUFFALO 

CHICAGO 

DALLAS 

DETROIT 

HOUSTON 

LOS  ANGELES 

MIAMI 

NEW  YORK 

OAKLAND 

PHILADELPHIA 

PITTSBURGH 

ST  LOUIS 

WASHINGTON  DC 

AVERAGE  FOR 
16  METRO  AREAS 


High 

Minority 

Areas 

Minority 
Areas 

White- 
Moderate 
Income 
Areas 

11.91 

14.53 

38.50 

12.05 

14.47 

26.00 

15.31 

1724 

21.90 

8.74 

1226 

2920 

16.88 

21.54 

43.30 

13.19 

13.16 

18.90 

4.34 

5.89 

18.00 

3.16 

6.38 

15.80 

27.40 

30.79 

60.00 

11.56 

19.61 

27.80 

31.33 

33.94 

31.80 

26.90 

31.60 

44.90 

6.42 

7.51 

1820 

4.27 

5.70 

10  JO 

7.45 

1126 

26.00 

27.70 

3624 

93.00 

1429 


17.64 


32.74 


White 
Areas 


54.64 
46.15 
23.84 
36.50 
48.32 
40.95 
38.12 
33.01 
44.58 
46.09 
36.40 
45.88 
27.55 
1723 
40.87 
63.33 

4022 
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TABLE  5 

HOME  PURCHASE  LOANS:  ORIGINATIONS  AND  PURCHASED  LOANS 
PERCENT  TO  MINORITY  NEIGHBORHOODS 
1991  HMD  A  DATA 


Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  75%  or  more  of  population. 

Percent  to  Minority  Areas 


Total  Total 

Loan  Loan 

Originations   Purchases 


Originations       Originations         Shift  in 
and  Purchases    Percentage 
Combined 


NEW  YORK 


Prudential  Home  Mortgage  Co. 
Apple  Bank  for  Savings 
Chemical  Bank 
The  Manhattan  Savings  Bank 
Chase  Home  Mortgage  Corp. 

1053 
1051 
1553 
1083 
1456 

459 
64 
599 
206 
136 

1.23% 
3.24% 
3.67% 
4.16% 
2.47% 

2.18% 
3.32% 
11.99% 
3.80% 
9.48% 

0.95% 
0.08% 
8.32% 
-0.36% 
7.01% 

PHILADELPHIA 

Ge  Capital  Mortgage  Services 

Meridian  Mortgage  Corporation 

1541 
1875 

306 
494 

1.43% 
1.01% 

135% 
0.89% 

-0.08% 
-0.12% 

PITTSBURGH 

Sears  Mortgage  Corporation 

908 

1 

0.11% 

0.11% 

0.00% 

BALTIMORE 

B.  F.  Saul  Mortgage  Company 

424 

79 

0.00% 

0.00% 

0.00% 

WASHINGTON  DC 
Nauonsbank  Mortgage  Corp. 
Developers  Mortgage  Corp. 
B.  F.  Saul  Mortgage  Company 

1800 
1116 
1400 

236 
511 
520 

0.94% 
1.88% 
1.00% 

0.88% 
234% 
0.94% 

-0.06% 

0.46% 

-0.06% 

ATLANTA 
Decatur  Federal  S&L 
Sears  Mortgage  Corporation 
Prudential  Home  Mortgage  Co. 

1127 
822 
568 

194 
121 

537 

1.69% 
0.36% 
0.00% 

131% 
032% 
1.18% 

-0.18% 

-0.04% 

1.18% 

MIAMI 

Home  Savings  Of  America 

870 

2 

425% 

4.24% 

-0.01% 

CHICAGO 

Sears  Mortgage  Corporation 
First  Illinois  Mortgage  Co. 
Chase  Home  Mortgage  Corp. 
Principal  Mutual  Life  Ins  Co 

1589 

1165 

642 

720 

418 
50 
32 

256 

126% 
1.55% 
1.09% 
0.56% 

1.84% 
1.48% 
1.04% 
133% 

038% 
-0.07% 
-0.05% 

0.77% 
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TABLE  5 


HOME  PURCHASE  LOANS:  ORIGINATIONS  AND  PURCHASED  LOANS 
PERCENT  TO  MINORITY  NEIGHBORHOODS 
1991  HMD  A  DATA 


Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  75%  or  more  of  population. 

Total  Total  Percent  to  Minority  Areas 

Loan  Loan 

Originations    Purchases         Originations       Originations         Shift  in 

and  Purchases    Percentage 
Combined 


DETROIT 

Standard  Federal  Bank 
Republic  Bancorp  Mortgage 
Republic  Bank  S.E. 
First  Nationwide  Bank 

ST.  LOUIS 

United  Postal  Savings  Assoc. 
Sears  Mortgage  Corporation 
Source  One  Mortgage  Services 

DALLAS 

Imco  Realty  Services 

Sunbelt  National  Mortgage  Corp. 

HOUSTON 

Imco  Realty  Services,  Inc. 
Norwest  Mortgage,  Inc. 
United  Savings  Association 

OAKLAND 

Sears  Mortgage  Corporation 

Prudential  Home  Mortgage  Co. 

LOS  ANGELES 
Sears  Mortgage  Corporation 
Citibank  Federal  Savings  Bank 
Bank  of  America 


6735 

1104 

835 

777 

1 

2222 

8 

61 

0.62% 
0.45% 
0.60% 
0.39% 

0.62% 
0.39% 
0.59% 
0.48% 

0.00% 
-0.06% 
-0.01% 

0.09% 

1359 
595 
435 

199 
60 
61 

0.37% 
0.00% 
0.69% 

0.39% 
0.15% 
0.81% 

0.02% 
0.15% 
0.12% 

949 
603 

90 
111 

0.21% 
0.66% 

029% 
0.70% 

0.08% 
0.04% 

2189 
894 

1253 

99 

301 

4828 

0.46% 
0.22% 
0.48% 

0.52% 
1.09% 
3.11% 

0.06% 
0.87% 
2.63% 

488 
355 

47 
582 

0.61% 
0.00% 

0.93% 
021% 

0.32% 
021% 

1712 
1504 
3383      •■ 

76 

3 

222 

1.58% 
4.12% 
6.15% 

1.79% 
4.18% 
8.02% 

021% 
0.06% 
1.87% 
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TABLE  6 


DISTRIBUTION  OF  WORST  CASE  LENDING  PATTERNS  BY  TYPE  OF  LENDER 


Lender  Type 

Independent  Mortgage  Companies 
Nonbank  Subsidiaries  of  Bank  Holding  Companies 
Subsidiaries  of  Commercial  Banks 
Subsidiaries  of  Savings  Institutions 

Bank-Related  Mongage  Companies  -  Subtotal 
Savings  Institutions 
Commercial  Banks 


Number  of 

Worst  Case 

Lending  Patterns 

Number  of 
Lenders 

23 

13 

7 

6 

4 

3 

6 

5 

(17) 

(14 

14 

14 

8 

8 

Total 


62 


49 


WORST  CASE  LENDING  PATTERNS  INVOLVING  LENDERS  FOR  WHICH 
HUD  HAS  PRIMARY  FAIR  LENDING  ENFORCEMENT  JURISDICTION 


Independent  Mortgage  Companies 

Nonbank  Subsidiaries  of  Bank  Holding  Companies 


23 
7 


Total 


30 
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TABLE  7 

TOTAL  NUMBER  OF  HOME  PURCHASE  LOAN  APPLICATIONS 
BY  METRO  AREA 
1991  HMD  A  DATA 


Records 

inLAR 

File 


Records 

with  a 

Validity 

Edit  Flag 


Records 
with  a 
Quality 

Edit  Rag 


Records 

with  no 

Edit  Flag 


Records 

that 

match  to 

Census  File 


Records 

with 

Applicant 

Race  and 

Income  Data 


Boston 

New  York 

Buffalo 

Philadelphia 

Pittsburgh 

Baltimore 

Washington  DC 

Atlanta 

Miami 

Chicago 

Detroit 

St.  Louis 

Dallas 

Houston 

Oakland 

Los  Angeles 


23094 
44277 
10038 
39934 
13245 
31249 
61930 
40234 
19726 
75489 
52660 
28040 
33704 
36025 
35282 
109918 


485 
1043 

404 
2408 

172 
1249 
3062 
2690 

512 
4956 
1321 

548 
1803 
2446 

945 
3263 


379 

153 

143 

434 

183 

26 

60 

192 

36 

1056 

191 

26 

95 

52 

358 

478 


22230 
43081 
9491 
37092 
12890 
29974 
58808 
37352 
19178 
69477 
51148 
27466 
31806 
33527 
33979 
106177 


22196 
42712 
9487 
37045 
12889 
29968 
58803 
37352 
19178 
69450 
51143 
27462 
31806 
33498 
33978 
106165 


20829 
33978 

9196 
32952 

9748 
27986 
55583 
34811 
17909 
65066 
47313 
25974 
29054 
29754 
30254 
94462 


Total  for  16 
Metro  Areas 


654845 


27307 


3862 


623676 


623132 


564869 
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TABLE  8 

TOTAL  NUMBER  OF  HOME  PURCHASE  LOAN  APPLICATIONS 
BY  METRO  AREA 
1990  HMD  A  DATA 


Boston 

New  York 

Buffalo 

Philadelphia 

Pittsburgh 

Baltimore 

Washington  DC 

Atlanta 

Miami 

Chicago 

Detroit 

St.  Louis 

Dallas 

Houston 

Oakland 

Los  Angeles 


Records 

with  no 

Edit  Flag 

Records 

that 

match  to 

Census  File 

Records 

with 

Applicant 

Race  and 

Income  Data 

19710 

19701 

18428 

55430 

55299 

46135 

11011 

11009 

10193 

39086 

38973 

34647 

14450 

13901 

13832 

30959 

30741 

27508 

64241 

61788 

55754 

34697 

30985 

31216 

20541 

20541 

18329 

74156 

74130 

68617 

49833 

49828 

43875 

32237 

31720 

30582 

24650 

24267 

21426 

26123 

26024 

23016 

31530 

31530 

28557 

113442 

113413 

102736 

Total  for  16 
Metro  Areas 


642096 


633850 


574851 
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TABLE  9 

INDIVIDUAL  LENDERS  SELECTED  FOR  MAPPING 

HOME  PURCHASE  LOAN  APPLICATIONS  AND  ORIGINATIONS 

1990  AND  1991  HMDA  DATA 


Lender 

Year 

Total 

Total 

Lender  Rank 

Type 

Applications 

Loans 

by  Number 

Code 

of  Loans 

BOSTON 

Cambridgeport  Savings  Bank 

C 

1991 

474 

405 

7th 

Shawmut  Mortgage  Company 

2 

1991 

1417 

932 

1st 

NEW  YORK 

Prudential  Home  Mortgage  Co. 

7 

1991 

1820 

1053 

8th 

Apple  Bank  for  Savings 

3 

1991 

1393 

1051 

9th 

Chemical  Bank 

1 

1991 

2766 

1553 

3rd 

Manhattan  Savings  Bank 

3 

1990 

1759 

1186 

9th 

Manhattan  Savings  Bank 

3 

1991 

1636 

1083 

6th 

Chase  Home  Mortgage  Corp. 

2 

1990 

2307 

1711 

3th 

Chase  Home  Mortgage  Corp. 

2 

1991 

1836 

1456 

4th 

Chase  Manhattan  Bank  -  NY 

1 

1991 

838 

573 

15th 

Citibank  -  New  York 

1 

1990 

13188 

8256 

1st 

Citibank  -  New  York 

1 

1991 

5218 

3368 

1st 

BUFFALO 

Chase  Lincoln  First  Bank 

1 

1990 

1030 

860 

4th 

Chase  Lincoln  First  Bank 

1 

1991 

654 

502 

5th 

Manufacturers  &  Traders  TC 

2 

1990 

1434 

1306 

2th 

Manufacturers  &  Traders  TC 

2 

1991 

1415 

1247 

2th 

American  Home  Funding 

3 

1991 

378 

329 

7th 

PHILADELPHIA 

GE  Capital  Mortgage  Services 

7 

1990 

2937 

2606 

1st 

GE  Capital  Mortgage  Services 

7 

1991 

1841 

1541 

4th 

Margaretten  &  Company 

7 

1991 

2986 

2730 

1st 

PHH  U.S.  Mortgage  Corp. 

7 

1990 

1658 

1510 

6th 

PHH  U.S.  Mortgage  Corp. 

7 

1991 

1657 

1485 

5th 

Meridian  Mortgage  Corp. 

2 

1991 

2358 

1875 

2th 

PITTSBURGH 

•■• 

Sears  Mortgage  Corporation 

7     . 

1991 

971 

908 

2nd 

Bell  Federal  Savings  &  Loan 

4 

1990 

421 

405 

7th 

Bell  Federal  Savings  &  Loan 

4 

1991 

401 

380 

6th 
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TABLE  9 

INDIVIDUAL  LENDERS  SELECTED  FOR  MAPPING 

HOME  PURCHASE  LOAN  APPLICATIONS  AND  ORIGINATIONS 

1990  AND  1991  HMDA  DATA 


BALTIMORE 
American  Home  Funding 
B.F.  Saul  Mortgage  Company 
Maryland  National  Mortgage  Corp. 

WASHINGTON  DC 
Nadonsbank  Mortgage  Corp. 
Nanonsbank  Mortgage  Corp. 
Nadonsbank  DC 
Developers  Mortgage  Corp. 
Developers  Mortgage  Corp. 
B  JF.  Saul  Mortgage  Company 

ATLANTA 
Decatur  Federal  S  &  L 
Entrust  Funding  Company 
Sears  Mortgage  Corporation 
Griffin  Federal  Savings  Bank 
Prudential  Home  Mortgage  Co. 
Gulf  States  Mortgage  Co. 

MIAMI 

Margaretten  &  Company 

Home  Savings  of  America 

CHICAGO 

Sears  Mortgage  Corporation 
Mid  America  Federal  Savings  Bank 
Mid  America  Federal  Savings  Bank 
First  Illinois  Mortgage  Co. 
Chase  Home  Mortgage  Corp. 
Chase  Home  Mortgage  Corp. 
NBD  Mortgage  Company 
Principal  Mutual  Life  Insurance 
Cragin  Federal  Bank 
Mortgage  Capital  Corporation 


Lender 

Year 

Total 

Total 

Lender  Rank 

Type 

Applications 

Loans 

by  Number 

Code 

of  Loans 

3 

1991 

1536 

1209 

4th 

4 

1991 

563 

424 

18th 

2 

1991 

2310 

1900 

1st 

1 

1990 

1209 

1038 

16th 

1 

1991 

2049 

1800 

3rd 

1 

1991 

44 

35 

101th 

7 

1990 

2769 

2266 

4th 

7 

1991 

1383 

1116 

14th 

7 

1991 

1846 

1400 

10th 

4 

1991 

1415 

1127 

6th 

2 

1991 

1183 

925 

9th 

7 

1991 

869 

822 

10th 

4 

1991 

1182 

1048 

7th 

7 

1991 

732 

568 

13th 

2 

1991 

1521 

1041 

8th 

7 

1991 

1923 

1762 

1st 

4 

1991 

1293 

870 

3rd 

7 

1991 

1725 

1589 

5th 

4 

1990 

1499 

1313 

9th 

4 

1991 

2031 

1799 

4th 

1 

1991 

1661 

1165 

8th 

2 

1990 

887 

727 

15th 

2 

1991 

833 

642 

23rd 

2 

1991 

993 

846 

15th 

7 

1991 

849 

720 

17th 

4 

1991 

901 

734 

16th 

4 

1991 

1505 

1130 

9th 

265 


TABLE  9 


INDIVIDUAL  LENDERS  SELECTED  FOR  MAPPING 

HOME  PURCHASE  LOAN  APPLICATIONS  AND  ORIGINATIONS 

1990  AND  1991  HMDA  DATA 


DETROIT 

Standard  Federal  Bank 

GMAC  Mortgage  Corporation 

Republic  Bancorp  Mortgage 

Republic  Bank  S.E. 

First  Nationwide  Bank 

Marathon  Mortgage  Corporation 

ST.  LOUIS 

United  Postal  Savings  Assoc. 
United  Postal  Savings  Assoc. 
Sears  Mortgage  Corporation 
Security  Financial  &  Mortgage  Corp. 
Home  Federal  Savings  Bank  of  Mo. 
Source  One  Mortgage  Services 

DALLAS 

IMCO  Realty  Services 

CTX  Mortgage  Company 

Guardian  Mortgage  Company 

Sunbelt  National  Mortgage  Corp. 

American  Residential  Mortgage 

HOUSTON 
IMCO  Realty  Services 
Norwest  Mortgage 
Norwest  Mortgage 
United  Savings  Association 
CTX  Mortgage  Company 

OAKLAND 

Sears  Mortgage  Corporation 

Weyerhaeuser  Mortgage  Company 

Prudential  Home  Mortgage  Co. 

Wells  Fargo  Bank 

Wells  Fargo  Bank 


Lender 

Year 

Total 

Total 

Lender  Rank 

Type 

Applications 

Loans 

by  Number 

Code 

of  Loans 

4 

1991 

7508 

6735 

1st 

7 

1991 

1324 

1198 

9th 

2 

1991 

1455 

1104 

10th 

3 

1991 

873 

835 

12th 

4 

1991 

936 

777 

14th 

7 

1991 

1889 

1418 

7th 

4 

1990 

1475 

1210 

3rd 

4 

1991 

1635 

1359 

2nd 

7 

1991 

620 

595 

7th 

4 

1991 

903 

723 

6th 

4 

1991 

608 

495 

13th 

7 

1991 

519 

435 

15th 

7 

1991 

1255 

949 

7th 

7 

1991 

1979 

1698 

1th 

7 

1991 

649 

580 

13th 

4 

1991 

764 

603 

10th 

7 

1991 

1450 

1228 

3th 

7 

1991 

2934 

2189 

1st 

2 

1990 

1124 

866 

3rd 

2 

1991 

1229 

894 

6th 

4 

1991 

1658 

1253 

4th 

7 

1991 

575 

517 

11th 

7 

1991 

549 

488 

14th 

4 

1991 

903 

687 

10th 

7 

1991 

579 

355 

21th 

1 

1990 

827 

515 

9th 

1 

1991 

424 

174 

37th 

or>     ^c/r 
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TABLE  9 


INDIVIDUAL  LENDERS  SELECTED  FOR  MAPPING 

HOME  PURCHASE  LOAN  APPLICATIONS  AND  ORIGINATIONS 

1990  AND  1991  HMDA  DATA 


LOS  ANGELES 
Sears  Mongage  Corporation 
Citibank  Federal  Savings  Bank 
California  Federal  Bank 
California  Federal  Bank 
Bank  of  America 
Bank  of  America 
Great  Western  Bank 


Lender 

Year 

Total 

Total 

Lender  Rank 

Type 

Applications 

Loans 

by  Number 

Code 

of  Loans 

7 

1991 

1892 

1712 

10th 

4 

1991 

2421 

1504 

13th 

4 

1990 

4734 

2642 

5th 

4 

1991 

3361 

1649 

12th 

1 

1990 

7774 

4435 

3rd 

1 

1991 

6383 

3383 

3rd 

4 

1991 

9135 

5236 

1st 
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TABLE  10 

INDIVIDUAL  LENDERS  SELECTED  FOR  MAPPING: 
DISTRIBUTION  OF  HOME  PURCHASE  LOANS  BY  NEIGHBORHOOD  CATEGORY 
1990  AND  1991  HMDA  DATA 


High  Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  75%  or  more  of  population. 
Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  50%  or  more  of  population. 
Black  Neighborhoods:  Census  Tracts  in  which  Blacks  are  75%  or  more  of  population. 


Year 


Total  Loan  Originations 


Total  Loan  Approvals 


BOSTON  -  All  Loans 
Cambndgeport  Savings  Bank 
Shawmut  Mortgage  Company 

NEW  YORK  -  All  Loans 
Prudential  Home  Mortgage  Co. 
Apple  Bank  for  Savings 
Chemical  Bank 
Manhattan  Savings  Bank 
Manhattan  Savings  Bank 
Chase  Home  Mortgage  Corp. 
Chase  Home  Mortgage  Corp. 
Chase  Manhattan  Bank  -  NY 
Citibank  -  New  York 
Citibank  -  New  York 

BUFFALO  -  All  Loans 
Chase  Lincoln  First  Bank 
Chase  Lincoln  First  Bank 
Manufacturers  &  Traders  TC 
Manufacturers  &  Traders  TC 
American  Home  Funding 

PHILADELPHIA  -  All  Loans 
GE  Capita]  Mortgage  Services 
GE  Capital  Mortgage  Services 
Margaretten  &  Company 
PHH  U.S.  Mortgage  Corp. 
PHH  U.S.  Mortgage  Corp. 
Meridian  Mortgage  Corp. 

PITTSBURGH  -  All  Loans 
Sears  Mortgage  Corporation 
Bell  Federal  Savings  &  Loan 
Bell  Federal  Savings  &  Loan 


Percent 

Percent 

Percent 

Percent 

to  High 

to  Minority 

to  Black 

in  Black 

Minority 

Areas 

Areas 

Areas 

Areas 

to  Blacks 

1991 

1.1% 

1.9% 

0.8% 

79.4% 

1991 

0.0% 

0.3% 

0.0% 

NA 

1991 

5.5% 

7.8% 

52% 

79.6% 

1991 

9.4% 

14.8% 

4.4% 

75.4% 

1991 

1.2% 

2.4% 

1.0% 

71.4% 

1991 

3.2% 

8.1% 

1.4% 

40.0% 

1991 

3.7% 

6.6% 

1.7% 

68.8% 

1990 

4.9% 

12.1% 

1.2% 

18.8% 

1991 

4.2% 

13.5% 

1.5% 

33.3% 

1990 

1.6% 

4.9% 

0.5% 

42.9% 

1991 

Z5% 

4.7% 

1.2% 

77.8% 

1991 

262% 

30.5% 

18.5% 

89.9% 

1990 

22.7% 

35.4% 

12.8% 

75.9% 

1991 

15.1% 

24.7% 

8.7% 

75.0% 

1991 

1.7% 

2.9% 

1.6% 

71.1% 

1990 

0.6% 

1.2% 

0.6% 

40.0% 

1991 

0.4% 

1.0% 

0.4% 

50.0% 

1990 

02% 

0.7% 

02% 

66.7% 

1991 

0.6% 

1.0% 

0.6% 

87.5% 

1991 

0.0% 

0.3% 

0.0% 

NA 

1991 

••3.1% 

4.9% 

2.8% 

80.5% 

1990 

.    1.7% 

2.8% 

1.6% 

35.7% 

1991 

1.4% 

2.7% 

0.9% 

64.3% 

1991 

1.1% 

1.6% 

0.9% 

84.0% 

1990 

3.9% 

5.6% 

3.3% 

5.6% 

1991 

0.4% 

1.2% 

0.3% 

100.0% 

1991 

1.0% 

2.6% 

0.9% 

66.7% 

1991 

0.8% 

1.3% 

0.8% 

81.8% 

1991 

0.1% 

0.4% 

0.1% 

100.0% 

1990 

0.0% 

0.0% 

0.0% 

NA 

1991 

0.0% 

0.5% 

0.0% 

NA 
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INDIVIDUAL  LENDERS  SELECTED  FOR  MAPPING: 
DISTRIBUTION  OF  HOME  PURCHASE  LOANS  BY  NEIGHBORHOOD  CATEGORY 
1990  AND  1991  HMDA  DATA 


High  Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  75%  or  more  of  population. 
Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  50%  or  more  of  population. 
Black  Neighborhoods:  Census  Tracts  in  which  Blacks  are  75%  or  more  of  population. 


Total  Loan  Originations 


Total  Loan  Approvals 


BALTIMORE  -  All  Loans 
American  Home  Funding 
B.F.  Saul  Mortgage  Company 
Maryland  National  Mortgage 

WASHINGTON  DC  -  All  Loans 
Nationsbank  Mortgage  Corp. 
Narjonsbank  Mortgage  Corp. 
Nationsbank  DC 
Developers  Mortgage  Corp. 
Developers  Mortgage  Corp. 
B  J.  Saul  Mortgage  Company 

ATLANTA  -  All  Loans 
Decatur  Federal  S  &  L 
Entrust  Funding  Company 
Sears  Mortgage  Corporation 
Griffin  Federal  Savings  Bank 
Prudential  Home  Mortgage  Co. 
Gulf  States  Mortgage  Co. 

MIAMI  -  AllLoans 
Margaretien  &  Company 
Home  Savings  of  America 

CHICAGO  -  All  Loans 
Sears  Mortgage  Corporation 
Mid  America  Federal  Savings 
Mid  America  Federal  Savings 
First  Illinois  Mortgage  Co. 
Chase  Home  Mortgage  Corp. 
Chase  Home  Mortgage  Corp. 
NBD  Mortgage  Company 
Principal  Mutual  Life  Insurance 
Cragin  Federal  Bank 
Mortgage  Capital  Corporation 


Percent 

Percent 

to  High 

to  Minority 

Minority 

Areas 

Areas 

1991 

3.4% 

53% 

1991 

0.3% 

1.4% 

1991 

0.0% 

0.9% 

1991 

5.0% 

8.4% 

1991 

5.3% 

9.8% 

1990 

1.1% 

3.4% 

1991 

0.9% 

1.9% 

1991 

71.4% 

80.0% 

1990 

0.9% 

3.1% 

1991 

1.9% 

6.0% 

1991 

1.0% 

2.1% 

1991 

2.7% 

4.3% 

1991 

1.7% 

2.6% 

1991 

0.9% 

1.6% 

1991 

0.4% 

0.9% 

1991 

0.7% 

1.2% 

1991 

0.0% 

0.0% 

1991 

123% 

18.7% 

1991 

9.0% 

27.6% 

1991 

6.0% 

23.3% 

1991 

43% 

10.9% 

1991 

4.7% 

7.4% 

1991 

1.3% 

3.8% 

1990 

0.4% 

0.8% 

1991 

0.1% 

0.2% 

1991 

1.6% 

4.6% 

1990 

0.8% 

43% 

1991 

1.1% 

4.2% 

1991 

1.2% 

33% 

1991 

0.6% 

0.8% 

1991 

0.8% 

2.6% 

1991 

0.6% 

1.8% 

Percent 

Percent 

to  Black 

in  Black 

Areas 

Areas 

to  Blacks 

3.3% 

75.7% 

0.3% 

33.3% 

0.0% 

NA 

5.0% 

87.4% 

4.7% 

72.2% 

0.6% 

16.7% 

0.8% 

50.0% 

77.8% 

90.5% 

0.9% 

50.0% 

1.4% 

46.7% 

0.9% 

38.5% 

2.7% 

69.2% 

1.5% 

43.8% 

0.9% 

87.5% 

0.4% 

0.0% 

0.6% 

33.3% 

0.0% 

NA 

12.0% 

91.0% 

12% 

36.0% 

\2% 

182% 

0.3% 

66.7% 

3.1% 

79.9% 

0.9% 

57.1% 

0.2% 

66.7% 

0.0% 

NA 

0.9% 

27.3% 

0.4% 

33.3% 

03% 

0.0% 

1.0% 

25.0% 

0.4% 

66.7% 

0.3% 

50.0% 

0.4% 

0.0% 
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INDIVIDUAL  LENDERS  SELECTED  FOR  MAPPING: 
DISTRIBUTION  OF  HOME  PURCHASE  LOANS  BY  NEIGHBORHOOD  CATEGORY 
1990  AND  1991  HMDA  DATA 


High  Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  75%  or  more  of  population. 
Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  50%  or  more  of  population. 
Black  Neighborhoods:  Census  Tracts  in  which  Blacks  are  75%  or  more  of  population. 


Year 


Total  Loan  Originations 


Total  Loan  Approvals 


Percent 

Percent 

Percent 

Percent 

to  High 

to  Minority 

to  Black 

in  Black 

Minority 

Areas 

Areas 

Areas 

Areas 

to  Blacks 

DETROIT  -  All  Loans 

1991 

2.0% 

3.3% 

1.9% 

88.7% 

Standard  Federal  Bank 

1991 

0.6% 

1.2% 

0.6% 

83.3% 

GMAC  Mongage  Corporation 

1991 

0.3% 

0.8% 

0.3% 

100.0% 

Republic  Bancorp  Mortgage 

1991 

0.5% 

0.5% 

0.5% 

40.0% 

Republic  Bank  S.E. 

1991 

0.6% 

0.7% 

0.6% 

20.0% 

First  Nationwide  Bank 

1991 

0.4% 

1.0% 

0.1% 

100.0% 

Marathon  Mortgage  Corporation 

1991 

11.0% 

16.6% 

10.7% 

97.3% 

ST.  LOUIS  -  All  Loans 

1991 

1.5% 

2.7% 

1.3% 

69.2% 

United  Postal  Savings  Assoc. 

199a 

0.7% 

1.7% 

0.7% 

62.5% 

United  Postal  Savings  Assoc. 

1991 

0.4% 

1.4% 

0.4% 

60.0% 

Sears  Mongage  Corporation 

1991 

0.0% 

1.2% 

0.0% 

NA 

Security  Financial  &  Mortgage 

1991 

0.7% 

2.1% 

0.4% 

100.0% 

Home  Federal  Savings  Bank  of  M. 

1991 

0.0% 

0.0% 

0.0% 

NA 

Source  One  Mortgage  Services 

1991 

0.7% 

3.2% 

0.7% 

0.0% 

DALLAS  -  All  Loans 

1991 

1.8% 

3.8% 

1.2% 

55.7% 

IMCO  Realty  Services 

1991 

0.2% 

2.6% 

0.2% 

50.0% 

CTX  Mortgage  Company 

1991 

0.8% 

1.0% 

0.6% 

90.0% 

Guardian  Mortgage  Company 

1991 

0.0% 

0.3% 

0.0% 

NA 

Sunbelt  National  Mortgage  Corp. 

1991 

0.7% 

1.5% 

0.5% 

0.0% 

American  Residential  Mortgage 

1991 

1.6% 

3.7% 

1.1% 

0.0% 

HOUSTON  -  All  Loans 

1991 

1.6% 

5.6% 

0.9% 

48.5% 

IMCO  Realty  Services 

1991 

0.5% 

17% 

0.1% 

33.3% 

Norwest  Mortgage  Inc. 

1990 

0.4% 

4.9% 

0.1% 

100.0% 

Norwest  Mortgage  Inc. 

1991 

02% 

3.2% 

0.1% 

100.0% 

United  Savings  Association 

1991 

0.5% 

3.3% 

02% 

0.0% 

CTX  Mortgage  Company 

1991 

0.0% 

8.5% 

0.0% 

NA 

OAKLAND  -  All  Loans 

1991 

5.6% 

11.6% 

3.3% 

30.3% 

Sears  Mortgage  Corporation 

1991 

0.6% 

3.7% 

0.5% 

0.0% 

Weyerhaeuser  Mortgage  Company 

1991 

2.3% 

5.4% 

1.3% 

22.2% 

Prudential  Home  Mortgage  Co. 

1991 

0.0% 

1.1% 

0.0% 

NA 

Wells  Fargo  Bank 

1990 

1.9% 

4.7% 

1.1% 

20.0% 

Wells  Fargo  Bank 

1991 

0.6% 

2.9% 

0.0% 

NA 
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INDIVIDUAL  LENDERS  SELECTED  FOR  MAPPING: 
DISTRIBUTION  OF  HOME  PURCHASE  LOANS  BY  NEIGHBORHOOD  CATEGORY 
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High  Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  75%  or  more  of  population. 
Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  50%  or  more  of  population. 
Black  Neighborhoods:  Census  Tracts  in  which  Blacks  are  75%  or  more  of  population. 


Year 


Total  Loan  Originations 


LOS  ANGELES  -  All  Loans 
Sears  Mortgage  Corporation 
Citibank  Federal  Savings  Bank 
California  Federal  Bank 
California  Federal  Bank 
Bank  of  America 
Bank  of  America 
Great  Western  Bank 


Total  Loan  Approvals 


Percent 

Percent 

Percent 

Percent 

to  High 

to  Minority 

to  Black 

in  Black 

Minority 

Areas 

Areas 

Areas 

Areas 

to  Blacks 

1991 

13.5% 

25.6% 

4.3% 

26.5% 

1991 

1.6% 

5.7% 

0.8% 

22.2% 

1991 

4.1% 

12.4% 

0.9% 

35.7% 

1990 

4.5% 

10.6% 

1.4% 

47.2% 

1991 

5.2% 

11.1% 

1.2% 

61.5% 

1990 

6.5% 

17.2% 

1.9% 

37.5% 

1991 

6.2% 

14.5% 

2.1% 

47.1% 

1991 

28.5% 

47.6% 

9.1% 

22.3% 
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TABLE  11 


LENDING  PATTERN  MAPS  AND  LENDER  MARKET  SHARES 

MINORITY  AND  WHITE  NEIGHBORHOODS 

1990  AND  1991  HMDA  DATA 


Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  arc  75%  or  more  of  population. 
White  Neighborhoods:  Census  Tracts  in  which  Whites  are  75%  or  more  of  population. 


Map 
Number 


Map      Lending 
Year         Pattern 


Individual  Lender's  Market 
Share  of  Total  Loans 


BOSTON 

Cambridgeport  Savings  Bank  A-3          1991           WCL 

Shawmut  Mortgage  Company  A-4          1991            AFR 

NEW  YORK 

Prudential  Home  Mortgage  Co.  B-5          1991           WCL 

Apple  Bank  for  Savings  B-6           1991            WCL 

Chemical  Bank  B-7          1991           WCL 

Manhattan  Savings  Bank  B-8         90-91           WCL 

Manhattan  Savings  Bank  90  ... 

Manhattan  Savings  Bank  91  ... 

Chase  Home  Mortgage  Corp.  B-9         90-91           WCL 

Chase  Home  Mortgage  Corp.  90 

Chase  Home  Mortgage  Corp.  91 

Chase  Manhattan  Bank  -  NY  B-10          1991            AFR 

Citibank  -  New  York  B-ll         90-91            AFR 

Citibank  -  New  York  90  ... 

Citibank  -  New  York  91  ... 

BUFFALO 

Chase  Lincoln  First  Bank  C-3         90-91           WCL 

Chase  Lincoln  First  Bank  90  - 

Chase  Lincoln  First  Bank  91 

Manufacturers  &  Traders  TC  90 

Manufacturers  &  Traders  TC  C-4          1991           WCL 

American  Home  Funding  C-5          1991           WCL 

PHILADELPHIA 

GE  Capital  Mortgage  Services  D-3     '   90-91           WCL 

GE  Capital  Mortgage  Services  90              -    • 

GE  Capital  Mortgage  Services  91 

Margaretten  &  Company  D-4          1991           WCL 

PHH  U.S.  Mortgage  Co.  D-5         90-91           WCL 

PHH  U.S.  Mortgage  Corp.  90  - 

PHH  U.S.  Mortgage  Corp.  91  - 

Meridian  Mortgage  Corp.  D-6          1991           WCL 

PITTSBURGH 

Sears  Mortgage  Corporation  E^*          1991           WCL 

Bell  Federal  Savings  &  Loan  E-6         90-91           WCL 

Bell  Federal  Savings  &  Loan  90 

Bell  Federal  Savings  &  Loan  91 


Minority 
Areas 

0.0% 
27.9% 


0.5% 
12% 
2.1% 

1.2% 
1.6% 

0.5% 
1.3% 
5.4% 

37.9% 
18.3% 


3.3% 
1.5% 
1.3% 
6.0% 
0.0% 


3.4% 
2.4% 
3.2% 

4.5% 
0.7% 
2.1% 


1.3% 

0.0% 
0.0% 


White 
Areas 

2.3% 
4.9% 


4.3% 
3.6% 
5.7% 

3.5% 
3.6% 

5.7% 
5.5% 
1.6% 

17.9% 
9.7% 


9.6% 

6.6% 

14.6% 

16.3% 

4.4% 


8.7% 
5.2% 
9.6% 

4.8% 
5.3% 
6.5% 


9.6% 

3.8% 
4.0% 
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LENDING  PATTERN  MAPS  AND  LENDER  MARKET  SHARES 

MINORITY  AND  WHITE  NEIGHBORHOODS 

1990  AND  1991  HMDA  DATA 


Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  75%  or  more  of  population. 
White  Neighborhoods:  Census  Tracts  in  which  Whites  are  75%  or  more  of  population. 


BALTIMORE 
American  Home  Funding 
B.F.  Saul  Mortgage  Company 
Maryland  National  Mortgage 

WASHINGTON  DC 
Nationsbank  Mortgage  Corp. 
Nationsbank  Mortgage  Corp.  90 
Nationsbank  Mortgage  Corp.  91 
Nationsbank  DC 
Developers  Mortgage  Corp. 
Developers  Mortgage  Corp.  90 
Developers  Mortgage  Corp.  91 
B.F.  Saul  Mortgage  Company 

ATLANTA 
Decatur  Federal  S  &  L 
Entrust  Funding  Company 
Sears  Mortgage  Corporation 
Griffin  Federal  Savings  Bank 
Prudential  Home  Mortgage  Co. 
Gulf  States  Mortgage  Co. 

MIAMI 

Margaretten  &  Company 

Home  Savings  of  America 

CHICAGO 

Sears  Mortgage  Corporation 
Mid  America  Federal  Savings 
Mid  America  Federal  Savings  90 
Mid  America  Federal  Savings  91 
First  Illinois  Mortgage  Co. 
Chase  Home  Mortgage  Corp. 
Chase  Home  Mortgage  Corp.  90 
Chase  Home  Mortgage  Corp.  91 
NBD  Mortgage  Company 
Principal  Mutual  Life  Insurance 
Cragin  Federal  Bank 
Mortgage  Capital  Corporation 


Map 
Number 


F-3 
F-4 
F-5 


G-4 


G-6 
G-8 


G-9 


Map 
Year 


1991 
1991 
1991 


90-91 


1991 
90-91 


1991 


Lending 
Pattern 


WCL 
WCL 
AFR 


WCL 


AFR 
WCL 


WCL 


Individual  Lender's  Market 
Share  of  Total  Loans 


H-4 
H-6 
H-7 
H-8 
H-9 
H-10 

1991 
1991 
1991 
1991 
1991 
1991 

WCL 
WCL 
WCL 
WCL 
WCL 
AFR 

1-4 
1-5 

1991 
1991 

WCL 
WCL 

J-5 
J-6 

1991 
90-91 

WCL 
WCL 

J-7 
J-8 

1991 
90-91 

WCL 
WCL 

J-10 
J-13 
J-14 
J-15 

1991 
1991 
1991 
1991 

WCL 
WCL 
WCL 
WCL 

Minority 
Areas 

0.4% 

0.0% 

11.9% 


0.4% 
0.7% 
1.0% 

0.7% 
0.9% 
0.6% 


2.4% 
1.0% 
0.4% 
0.9% 
0.0% 
162% 


8.7% 
3.0% 


0.8% 


White 
Areas 

52% 
1.9% 
7.7% 


2.4% 
4.6% 
0.0% 

5.4% 
2.6% 
3.7% 


4.0% 
3.5% 
32% 
3.1% 
22% 
2.9% 


132% 
9.6% 


2.9% 


02% 

2.6% 

0.1% 

3.6% 

0.7% 

2.0% 

02% 

12% 

0.3% 

1.1% 

0.4% 

1.5% 

02% 

1.5% 

02% 

1.4% 

02% 

22% 
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LENDING  PATTERN  MAPS  AND  LENDER  MARKET  SHARES 
MINORITY  AND  WHITE  NEIGHBORHOODS 
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Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  75%  or  more  of  population. 
White  Neighborhoods:  Census  Tracts  in  which  Whites  are  75%  or  more  of  population. 


Map 

Map 

Lending 

Individual  Lender' 

s  Market 

Number 

Year 

Partem 

Share  of  Total  Loans 

Minority 

White 

Areas 

Areas 

DETROIT 

Standard  Federal  Bank 

K-4 

1991 

WCL 

5.1% 

17.2% 

GMAC  Mortgage  Corporation 

K-5 

1991 

WCL 

0.4% 

3.1% 

Republic  Bancorp  Mortgage 

K-6 

1991 

WCL 

0.6% 

2.8% 

Republic  Bank  S.E. 

K-7 

1991 

WCL 

0.6% 

22% 

First  Nationwide  Bank 

K-8 

1991 

WCL 

0.4% 

2.0% 

Marathon  Mortgage  Corporation 

K-9 

1991 

AFR 

19.0% 

2.7% 

ST.  LOUIS 

United  Postal  Savings  Assoc. 

L-4 

90-91 

WCL 

- 

- 

United  Postal  Savings  Assoc.  90 

- 

- 

- 

1.6% 

52% 

United  Postal  Savings  Assoc.  91 

- 

- 

- 

1.6% 

6.7% 

Sears  Mortgage  Corporation 

L-5 

1991 

WCL 

0.0% 

2.9% 

Security  Financial  &  Mortgage 

L-6 

1991 

WCL 

1.6% 

3.5% 

Home  Federal  Savings  Bank  of  Mo. 

L-7 

1991 

WCL 

0.0% 

2.5% 

Source  One  Mortgage  Services 

L-8 

1991 

WCL 

1.0% 

2.0% 

DALLAS 

IMCO  Realty  Services 

M-5 

1991 

WCL 

0.5% 

4.1% 

CTX  Mortgage  Company 

M-6 

1991 

WCL 

3.1% 

7.6% 

Guardian  Mortgage  Company 

M-7 

1991 

WCL 

0.0% 

2.6% 

Sunbelt  National  Mortgage  Corp. 

M-8 

1991 

WCL 

0.9% 

2.5% 

American  Residential  Mortgage 

M-9 

1991 

WCL 

4.5% 

5.3% 

HOUSTON 

[MCO  Realty  Services 

N-5 

1991 

WCL 

2.6% 

92% 

Norwest  Mortgage  Inc. 

N-6 

90-91 

WCL 

. 

. 

Norwest  Mortgage  Inc.  90 

- 

- 

- 

0.8% 

4.9% 

Norwest  Mortgage  Inc.  91 

- 

- 

- 

0.5% 

3.8% 

Jnited  Savings  Association 

N-7 

1991 

WCL 

1.5% 

5.0% 

7TX  Mortgage  Company 

N-8 

1991 

WCL 

0,0% 

2.4% 

DAKLAND 

Sears  Mortgage  Corporation 

0-5 

1991 

WCL  - 

02% 

Z5% 

Weyerhaeuser  Mortgage  Company 

0-6 

1991 

WCL 

12% 

3.1% 

^dennal  Home  Mortgage  Co. 

0-7 

1991 

WCL 

0.0% 

22% 

vVeils  Fargo  Bank 

0-8 

90-91 

WCL 

. 

_ 

Wells  Fargo  Bank  90 

- 

- 

. 

0.7% 

2.9% 

Wells  Fargo  Bank  91 

- 

- 

- 

0.1% 

0.9% 
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Minority  Neighborhoods:  Census  Tracts  in  which  Minorities  are  75%  or  more  of  population. 
White  Neighborhoods:  Census  Tracts  in  which  Whites  are  75%  or  more  of  population. 


Map 
Number 


Map      Lending 
Year        Pattern 


Individual  Lender's  Market 
Share  of  Total  Loans 


LOS  ANGELES 
Sears  Mortgage  Corporation 
Citibank  Federal  Savings  Bank 
California  Federal  Bank 

California  Federal  Bank  90 

California  Federal  Bank  91 
Bank  of  America 

Bank  of  America  90 

Bank  of  America  91 
Great  Western  Bank 


P-6 

1991 

WCL 

P-8 

1991 

WCL 

P-10 

90-91 

WCL 

p-11 


P-12 


90-91 


1991 


WCL 


AFR 


Minority 
Areas 

0.3% 
0.7% 

1.1% 
1.0% 

2.7% 

2.4% 

16.9% 


White 
Areas 

4.0% 
3.1% 

5.7% 
3.4% 

8.1% 
6.6% 
4.7% 
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APPENDIX  A 

LENDING  PATTERN  MAPS  AND  CENSUS  DATA  MAPS  INCLUDED  IN  THE  REPORT 

Lending  Pattern  Maps  generally  have  an  overlay  showing  Minority  neighborhoods.  The  MF1  code 
indicates  that  a  map  overlay  shows  neighborhood  income  level,  rather  than  minority  status. 

WCL:  Worst  Case  Lending  Pattern. 
AFR:  Affirmative  Lending  Pattern. 
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B.F.  Saul  Mortgage  Company 

ATLANTA 
Decatur  Federal  S  &  L 
Sears  Mortgage  Corporation 
Gulf  States  Mortgage  Company 

MIAMI 

Margaretten  &  Company 


Census 

Tract 

Boundaries 

HMDA 
Data 
Year 

Lending 
Pattern 

1980 
1980 

1991 
1991 

WCL 
AFR 

1990 
1990 
1990 
1990 
1990 

1991 
1991 

1990-91 
1991 

1990-91 

WCL 
WCL 
WCL 
AFR 
AFR 

1990 

1990-91 

WCL 

1990 

1990-91 

WCL 

1990 
1990 

1990-91 
1990-91 

WCL 
WCL 

1990 


1980 
1980 
1980 


1980 
1980 
1980 


1990 


1991 


1990-91 
1991 
1991 


1991 
1991 
1991 


1991 


WCL 


WCL 
AFR 
WCL 


WCL 
WCL 
AFR 


WCL 


276 


APPENDIX  A 

LENDING  PATTERN  MAPS  AND  CENSUS  DATA  MAPS  INCLUDED  IN  THE  REPORT 

Lending  Partem  Maps  generally  have  an  overlay  showing  Minority  neighborhoods.  The  MFI  code 
indicates  that  a  map  overlay  shows  neighborhood  income  level,  rather  than  minority  status. 

WCL:  Worst  Case  Lending  Pattern. 
APR:  Affirmative  Lending  Partem. 
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APPENDIX  B 
CURRENT  CORPORATE  STATUS  OF  MORTGAGE  LENDERS  MAPPED  IN  THE  STUDY 

1.  American  Home  Funding.  Richmond.  Virginia. 

This  mortgage   company   is   a  subsidiary   of  Rochester  Community   Savings   Bank. 
Rochester.  New  York. 

2.  American  Residential  Mortgage.  La  Jolla.  California. 

3.  Apple  Bank  for  Savings.  New  York.  New  York. 

4.  Bank  of  America.  San  Francisco.  California 

5.  Bell  Federal  Savings  and  Loan  Association  of  Bellevue.  Bellevue,  Pennsylvania. 

6.  B.F.  Saul  Mortgage  Company.  Chevy  Chase.  Maryland. 

This  bank-related  mortgage  company  is  a  subsidiary  of  Chevy  Chase  Savings  Bank  FBS. 
Chevy  Chase,  Maryland. 

7.  CTX  Mortgage  Company.  Dallas.  Texas. 

This  mortgage  company  is  a  subsidiary  of  Centex  Corporation,  Dallas  Texas. 

8.  Cambridgeport  Savings  Bank.  Cambridge,  Massachusetts. 

9.  Chase  Home  Mortgage  Corporation.  Tampa,  Florida. 

This  bank-related  mortgage  company  is  a  nonbank  subsidiary  of  Chase  Manhattan 
Corporation,  New  York,  New  York  (a  bank  holding  company). 

10.  Chase  Manhattan  Bank  -  NY.  New  York,  New  York. 

1 1.  Chase  Lincoln  First  Bank.  Buffalo.  New  York. 

This  bank  has  been  consolidated  into  Chase  Manhattan  Bank  -  Rochester,  Rochester.  New 
York. 

12.  Chemical  Bank.  New  York.  New  York. 

13.  Citibank  Federal  Savings  Bank.  Oakland,  California 

14.  Citibank  New  York.  New  York,  New  York. 

15.  Cragin  Federal  Bank  for  Savings.  Chicago,  Illinois. 

This  savings  instituhon  is  in  the  process  of  being  acquired  by  ABN  Amro  Bank,  a  Dutch 
bank  holding  company. 
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16.  Decatur  Federal  Savings  &  Loan.  Decatur.  Georgia. 

This  S&L  has  been  acquired  by  First  Union,  a  bank  holding  company  based  in  Charlotte. 
North  Carolina  and  is  now  called  First  Union  National  Bank. 

17.  Developers  Mortgage  Corporation.  Vienna.  Virginia. 

In  1991  this  mortgage  company  was  a  subsidiary  of  Artery  Organization  Inc..  Bethesda. 
Maryland.  Today  it  is  an  independent  company. 

18.  Entrust  Funding  Corporation.  Atlanta.  Georgia. 

In  1991  this  bank-related  mortgage  company  was  a  nonbank  subsidiary  of  First  Advantage 
Mortgage  Co..  Columbia,  Maryland  (a  bank  holding  company).  First  Advantage  Mortgage 
Company  is  no  longer  a  bank  holding  company. 

19.  First  Illinois  Mortgage  Company.  Park  Ridge.  Illinois. 

In  1991  this  bank-related  mortgage  company  was  owned  by  First  Illinois  Bank  of 
Evanston.  Illinois  (a  bank  holding  company).  Today  it  is  owned  by  Bank  One.  Columbus 
Ohio.  It  is  now  called  Bank  One  Mongage  Corporation  and  is  located  in  Rosemont. 
Illinois. 

20.  First  Nationwide  Bank  FSB.  San  Francisco.  California. 

21.  GE  Capital  Mortgage  Services.  Cherry  Hill.  New  Jersey. 

This  mortgage  company  is  a  subsidiary  of  General  Electric'  Corporation.  Fairfield. 
Connecticut. 

22.  GMAC  Mongage  Corporation.  Klkins  Park,  Pennsylvania. 

This  mortgage  company  is  a  subsidiary  of  GMAC  Financial  Services,  Detroit,  Michigan, 
which  in  turn  is  a  subsidiary  of  General  Motors  Corporation,  Detroit,  Michigan. 

23.  Great  Western  Bank.  Beverly  Hills.  California. 

24.  Griffin  Federal  Savings  Bank.  Atlanta,  Georgia. 

25.  Guardian  Mortgage  Company.  Dallas,  Texas. 

26.  Gulf  States  Mortgage  Company.  Atlanta,  Georgia. 

This  bank-related  mortgage  company  is  owned  by  Citizens  Financial  Group,  Providence, 
Rhode  Island,  which  in  turn  is  controlled  by  World  Bank  of  Scotland  Group, 
Edinborough.  UK  (a  bank  holding  company). 

27.  Home  Federal  Savings  Bank  of  Missouri.  St.  Louis,  Missouri. 

28.  Home  Savings  of  America  FSB.  Irwindale,  California. 
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29.  IMCO  Realty  Services.  Inc.  Petaluma.  California. 

Today  this  mortgage  company  is  'called  North  American  Mortgage  Company  and  is 
located  in  Santa  Rosa.  California. 

30.  Manhattan  Savings  Bank.  New  York,  New  York 

31.  Manufacturers  &.  Traders  Trust  Company.  Buffalo.  New  York. 

32.  Margaretten  &.  Company.  Perth  Amboy.  New  Jersey. 

33.  Marathon  Mortgage  Corporation.  Southfield,  Michigan. 

34.  Maryland  National  Mortgage  Corporation.  Baltimore.  Maryland. 

This  bank-related  mortgage  company  is  a  nonbank  subsidiary  of  MNC  Financial, 
Baltimore.  Maryland  (a  bank  holding  company).  Nationsbank.  Inc.  recently  sought 
regulatory  authority  to  acquire  this  Maryland-based  bank  holding  company. 

35.  Meridian  Mortgage  Corporabon.  Saint  Davids.  Pennsylvania. 

This  mortgage  company  is  a  subsidiary  of  Meridian  Bank,  Reading,  Pennsylvania. 

36.  Mid  America  Federal  Savings  Bank.  Clarendon  Hills,  Illinois. 

37.  Mortgage  Capital  Corporation.  St.  Paul,  Minnesota. 

This  mortgage  company  is  controlled  by  First  Savings  Bank  FSB,  Beresford,  South 
Dakota. 

38.  NBD  Mortgage  Company.  Detroit,  Michigan. 

This  bank-related  mortgage  company  is  a  nonbank  subsidiary  of  NBD  Bancorp,  Inc., 
Detroit  Michigan. 

39.  Norwest  Mortgage  Inc.  Des  Moines,  Iowa. 

This  bank-related  mortgage  company  is  a  nonbank  subsidiary  of  Norwest  Corporation. 
Minneapolis,  Minnesota  (a  bank  holding  company). 

40.  Nationsbank  Mortgage  Corporation.  Dallas,  Texas. 

In  1991  this  bank-related  mortgage  company  was  a  subsidiary  of  Nationsbank  of  Texas 
NA,  Dallas  Texas.  Today  it  is  nonbank  subsidiary  of  Nationsbank  Inc.,  Charlotte,  North 
Carolina  (a  bank  holding  company).  Prior  to  1991  the  parent  holding  company  and  its 
various  subsidiaries  used  the  name  NCNB. 

41.  Nationsbank  DC.  Washington,  DC. 

42.  Nationsbank  MD.  Bethesda,  Maryland. 

43.  Nationsbank  VA.  Arlington,  Virginia. 
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44.  PHH  U.S.  Mortgage  Corporation.  Cherry  Hill.  New  Jersey. 

45.  Principal  Mutual  Life  Insurance  Company.  Des  Moines.  Iowa. 

This  mortgage  company  is  a  subsidiary  of  Principal  Financial  Group.  Des  Moines.  Iowa. 

46.  Prudential  Home  Mortgage  Company.  Clayton.  Missouri. 

This  mortgage  company  is  a  subsidiary  of  Prudential  Insurance  Company  of  America. 
Newark.  New  Jersey. 

47.  Republic  Bancorp  Mortgage  Inc.  Bloomfield  Hills.  Michigan. 

This  bank-related  mortgage  company  is  a  nonbank  subsidiary  of  Republic  Bancorp  Inc.. 
Owosso.  Michigan  (a  bank  holding  company). 

48.  Republic  Bank  S.E.  Bloomfield  Hills.  Michigan. 

49.  Sears  Mortgage  Corporation.  Vemon  Hills.  Illinois. 

This  mortgage  company  is  owned  by  Sears  Roebuck.  Chicago,  Illinois.  In  May  1993. 
PNC  Bancorporation  of  Pittsburgh  agreed  to  purchase  Sears  Mortgage  Corporation  from 
Sear  Roebuck  for  SI  SO  million. 

50.  Security  Financial  &  Mortgage  Corporation.  Sl  Louis,  Missouri 

This  mortgage  company  is  a  subsidiary  of  Security  Bank  SSB,  Milwaukee,  Wisconsin. 

51.  Shawmut  Mortgage  Company.  Hartford,  Connecticut. 

This  bank-related  mortgage  company  is  a  nonbank  subsidiary  of  Shawmut  National 
Corporation.  Boston,  Massachusetts  (a  bank  holding  company). 

52.  Source  One  Mortgage  Services  Corporation.  Farmington  Hills,  Michigan. 

This  mortgage  company  is  a  subsidiary  of  Fund  America,  New  York,  New  York. 

53.  Standard  Federal  Bank.  Troy,  Michigan. 

54.  Sunbelt  National  Mortgage  Corporation.  Dallas,  Texas. 

In  1991  this  mortgage  company  was  a  subsidiary  of  Sunbelt  Savings  FSB,  Irving.  Texas. 
Today  it  is  an  independent  mortgage  company. 

55.  United  Postal  Savings  Association.  St.  Louis,  Missouri. 

56.  United  Savings  Association.  Houston,  Texas. 

This  savings  institution  was  acquired  by  and  merged  into  Bank  United,  Houston,  Texas. 

57.  Wells  Fargo  Bank.  San  Francisco,  California. 

58.  Weyerhaeuser  Mortgage  Company.  Los  Angeles,  California. 

In  1991  this  bank-related  mortgage  company  was  a  subsidiary  of  Republic  Federal  S&L 
Association,  Altadena,  California.  Today  it  is  an  independent  mortgage  company. 
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APPENDIX  C 

MASTER  LIST  OF  LENDING  PATTERN  MAPS  AND  CENSUS  DATA  MAPS 

Lending  Pattern  Maps  generally  have  an  overlay  showing  Minority  neighborhoods.  The  MFI  code 
indicates  that  a  map  overlay  shows  neighborhood  income  level,  rather  than  minority  status. 

WCL:  Worst  Case  Lending  Pattern.  ' 

APR:  Affirmative  Lending  Pattern. 

Map 
Number 

BOSTON 
A- 1  Minority  Population  Concentration 

A-2  Median  Family  Income 

A-3  Carabridgepon  Savings  Bank 

A-4  Shawmut  Mortgage  Company 

NEW  YORK 

B- 1  1-4  Family  Housing  Stock 

B-2  Minority  Population  Concentration 

B-3  Minority  Population  Composition 

B-4  Median  Family  Income 

B-S  Prudential  Home  Mortgage  Company 

B-6  Apple  Bank  for  Savings 

B-7  Chemical  Bank 

B-8  Manhattan  Savings  Bank 
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PHILADELPHIA 
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D-3  GE  Capital  Mortgage  Services 

D-4  Margaretten  &  Company 

D-5  PHH  U.S.  Mortgage  Corp. 

D-6  Meridian  Mortgage  Corp. 

PITTSBURGH 
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E-S  Sears  Mortgage  Corporahon  •  MFI 

E-6  Bell  Federal  Savings  &  Loan 

E-7  Bell  Federal  Savings  &  Loan  •  MFI 
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APPENDIX  C 

MASTER  LIST  OF  LENDING  PATTERN  MAPS  AND  CENSUS  DATA  MAPS 

Lending  Patiem  Maps  generally  have  an  overlay  showing  Minority  neighborhoods.  The  MFI  code 
indicates  that  a  map  overlay  shows  neighborhood  income  level,  rather  than  minority  status. 

WCL:  Worst  Case  Lending  Pattern. 
APR:  Affirmative  Lending  Pattern. 

Map  Census  HMDA  Lending 

Number  Tract  Data  Pattern 

BALTIMORE 
F-l  1-4  Family  Housing  Stock 

F-2  Minority  Population  Concentration 

F-3  American  Home  Funding  1990  1991  WCL 

F-4  B.F.  Saul  Mortgage  Company  1990  1991  WCL 

F-5  Maryland  National  Mortgage  Corp.  1990  1991  AFR 

WASHINGTON  DC 

G- 1  1-4  Family  Housing  Stock 

G-2  Minority  Population  Concentration 

G-3  Median  Family  Income 

G-4  Nationsbank  Mortgage  -  50%  Minority  1980  1990-91  WCL 

G-5  NationsBank  Mortgage  -  25%  Minority  1980  1990-91  WCL 

G-6  Nationsbank  DC  1980  1991  AFR 

G-7  Nationsbank  MD  1980  1991 

G-8  Developers  Mortgage  Corp.  1980  1990-91  WCL 


G-9  B.F.  Saul  Mortgage  Company                        1980                   1991                     WCL 

ATLANTA 

H- 1  1-4  Family  Housing  Stock 

H-2  Minority  Population  Concentration 

H-3  Median  Family  Income 

H-4  Decatur  Federal  S  &  L  -  50%  Minority           1980                   1991                     WCL 

H-5  Decatur  Federal  S  &  L  -  25%  Minority           1980                   1991                     WCL 

H-6  Entrust  Funding  Company                             1980                   1991                     WCL 

H-7  Sears  Mortgage  Corporation                         1980                  1991                    WCL 

H-8  Griffin  Federal  Savings  Bank                        1980                  1991                    WCL 

H-9  Prudential  Home  Mortgage  Company             1980                   1991                     WCL 

H-10  Gulf  States  Mortgage  Company                     1980                   1991                      AFR 

MIAMI 

I- 1  1-4  Family  Housing  Stock 

1-2  Minority  Population  Concentration 

1-3  Minority  Population  Composition 

1-4  Margareoen  &  Company                               1990                   1991                     WCL 

1-5  Home  Savings  of  America                             1990                   1991                     WCL 
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APPENDIX  C 

MASTER  LIST  OF  LENDING  PATTERN  MAPS  AND  CENSUS  DATA  MAPS 

Lending  Pattern  Maps  generally  have  an  overlay  showing  Minority  neighborhoods.  The  MFI  code 
indicates  that  a  map  overlay  shows  neighborhood  income  level,  rather  than  minority  status. 

WCL:  Worst  Case  Lending  Pattern. 
APR:  Affirmative  Lending  Pattern. 

Map 
Number 

CHICAGO 

J- 1  1-4  Family  Housing  Stock 

J-2  Minority  Population  Concentration 

J-3  Minority  Population  Composition 

J-4  Median  Family  Income 

J-5  Sears  Mortgage  Corporation 

J-6  Mid  America  Federal  Savings  Bank 

J-7  First  Illinois  Mortgage  Company 

J-8  Chase  Home  Mortgage  Corp. 

J-9  Chase  Home  Mortgage  Corp.  -  MFI 

J-10  NBD  Mortgage  Company 

J-l  1  NBD  Mortgage  Company  •  MFI 

J- 12  NBD  Illinois  -  CRA 

J- 1 3  Principal  Mutual  Life  Insurance  Co. 

J- 14  Cragin  Federal  Bank 

J- 1 5  Mortgage  Capital  Corporation 

DETROIT 

K- 1  1-4  Family  Housing  Stock 

K-2  Minority  Population  Concentration 
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K-4  Standard  Federal  Bank 

K-5  GMAC  Mortgage  Corporation 

K-6  Republic  Bancorp  Mortgage 

K-7  Republic  Bank  S.E. 

K-8  First  Nationwide  Bank 

K.-9  Marathon  Mortgage  Corporation 

ST.  LOUIS 

L- 1  1-4  Family  Housing  Stock 

L-2  Minority  Population  Concentration 

L-3  Median  Family  Income 

L-4  United  Postal  Savings  Assoc. 

L-S  Sears  Mortgage  Corporation 

L-6  Security  Financial  &  Mortgage  Corp. 

L-7  Home  Federal  Savings  Bank  of  Mo. 

L-8  Source  One  Mortgage  Services 
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APPENDIX  C 

MASTER  LIST  OF  LENDING  PATTERN  MAPS  AND  CENSUS  DATA  MAPS 

Lending  Patiem  Maps  generally  have  an  overlay  showing  Minority  neighborhoods.  The  MFT  code 
indicates  that  a  map  overlay  shows  neighborhood  income  level,  rather  than  minority  status. 

WCL:  Worst  Case  Lending  Pattern. 
AFR:  Affirmative  Lending  Pattern. 

Map 
Number 

DALLAS 

M- 1  1-4  Family  Housing  Stock 

M-2  Minority  Population  Concentration 

M-3  Minority  Population  Composition 

M-4  Median  Family  Income 

M-5  IMCO  Realty  Services 

M-6  CTX  Mortgage  Company 

M-7  Guardian  Mortgage  Company 

M-8  Sunbelt  National  Mortgage  Corp. 

M-9  American  Residential  Mortgage 

HOUSTON 

N- 1  1-4  Family  Housing  Stock 

N-2.  Minority  Population  Concentration 

N-3  Minority  Population  Composition 

N-4  Median  Family  Income 

N-5  IMCO  Realty  Services 

N-6  Norwest  Mortgage  Inc. 

N-7  United  Savings  Association 

N-8  CTX  Mortgage  Company 

OAKLAND 

0-1  1-4  Family  Housing  Stock 

0-2  Minority  Population  Concentration 

0-3  Minority  Population  Composition 

0-4  Median  Family  Income 

0-5  Sears  Mortgage  Corporation 

0-6  Weyerhaeuser  Mortgage  Company 

0-7  Prudential  Home  Mortgage  Company 

0-8  Wells  Fargo  Bank 

LOS  ANGELES 

P-l  1-4  Family  Housing  Stock 

P-2  Minority  Population  Concentration 

P-3  Minority  Population  Concentration 

P-4  Minority  Population  Composition 

P-5  Median  Family  Income 

P-6  Sears  Mortgage  Corporation 

P-7  Sears  Mortgage  Corporation 

P-8  Citibank  Federal  Savings  Bank 

P-9  Citibank  Federal  Savings  Bank 

P- 1 0  California  Federal  Bank 

P-l  1  Bank  of  America 

P- 1 2  Great  Western  Bank 
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Skewed  Marketing 

Some  Mortgage  Firms 
Neglect  Black  Areas 
More  Than  Banks  Do 

Check  of  Applications  Shows 
Many  Lenders  Focusing 
Efforts  on  the  Suburbs 

Higher  Cost  Is  Often  Blamed 


By  Ralph  T.  Kino  Jr. 

Staff  Reverter  of  Tra  Wall  Street  Journal 

CHICAGO- PNC  Mortgage  is  one  of  the 
country's  top  five  home  lenders,  and  here, 
on  its  home  turf,  it  Is  a  fierce  competitor. 
But  not  in  the  view  of  Larry  Powell,  an 
African-American  who  owns  ERA  Pre- 
ferred Realty,  a  real-estate  brokerage 
firm  on  the  largely  black  South  Side. 
"PNC?"  he  says.  "Never  heard  of  'em." 

A  reliable  flow  of  home  loans  is  the 
lifeblood  of  Mr.  Powell's  trade.  But  only 
smaller  lenders,  which  tend  to  have  higher 
interest  rates,  more  limited  products  and 
less  staying  power,  knock  on  his  door.  PNC 
Mortgage  Corp.  of  America,  a  unit  of 
Pittsburgh-based  PNC  Bank  Corp.,  and 
many  other  major  mortgage  bankers  "are 
not  trying  to  pursue  business  in  this  area," 
he  says. 

Nor  in  many  other  predominantly  black 
communities  across  the  country.  While 
commercial  banks  and  thrift  institutions 
have  often  been  accused  of  redlining,  an 
analysis  of  Federal  Reserve  Board  and 
Census  Bureau  data  by  this  newspaper 
shows  that  the  biggest  group  of  home 
lenders  -  the  fast-growing  mortgage 
bankers,  which  don't  take  deposits  as 
banks  and  thrifts  do-includes  many  of  the 
institutions  that  have  most  assiduously 
avoided  black  areas. 


Early  Evidence 

Few  people  now  deny  that  mortgage 
discrimination  exists.  For  three  years,  the 
federal  government  has  gathered  evi- 
dence: Black  loan  applicants  are  rejected 
twice  as  often  as  are  whites.  Other  minori- 
ties, most  notably  Asians,  fare  better  but 
also  face  unequal  results.  Yet  such  evi- 
dence has  drawbacks  because  it  doesn't 
take  into  account  the  applicants'  credit  and 
income  histories. 

Another  way  to  shed  light  on  the  issue  is 
with  this  test:  Does  a  lender  bring  in 
proportionately  as  many  loan  applica- 
tions -  whether  or  not  the  applications  re- 
sult in  loans  -  from  heavily  black  commu- 
nities within  its  market  area  as  it  does 
overall?  If  so,  its  marketing  efforts  are 
vigorous  everywhere.  If  not,  it  is  in  effect 
cherry-picking  business  from  whites  while 
avoiding  black  areas. 

While  loan-rejection  results  can  be  ma- 
nipulated and  explained  away,  it  is  hard  to 
do  so  with  the  results  of  marketing  out- 
reach. An  applications-share  test  is  "the 
smoking  gun"  of  redlining,  says  the  Rev. 
Charles  Stith,  a  Boston-based  advocate  of 
fair  lending. 

Mortgage  lenders  say  the  test  unfairly 
implies  discrimination  when  they  are 
merely  following  economic  dictates.  Inner 
city  loans  often  involve  depressed,  volatile 
and  thus  ri sky  a reas  -  the  areas  that  many 
large  retailing  and  supermarket  chains  are 
similarly  wary  of  entering.  Such  loans  also 
are  generally  small  and  require  extra 
analysis^-such  as  verifying  data  on  co-bor- 
rowers, that  drives  up  costs. 
Chasing  Big  Loans 

"You  can  barely  make  any  money  on 
smaller  loans,"  says  Terrance  Hodel,  pres- 
ident of  North  American  Mortgage  Co.. 
which  scored  relatively  poorly  on  the  mar- 
ket-share test.  "This  is  a  low-margin, 
high-volume  business,  and  the  way  to 
make  it  pay  is  to  get  bigger  loans.  That's 
the  main  reason  we  are  not  involved  in 
these  areas.  It  has  nothing  to  do  with 
race." 


Nonetheless,  the  share-of-applications 
test  seems  to  gauge  accurately  the  effort  to 
reach  inner-city  blacks.  For  this  article,  an 
overall  share  for  each  lender  was  derived 
from  the  number  of  home-purchase  appli- 
cations it  received  in  all  states  where  it 
operated  in  1992  (the  latest  year  for  which 
figures  are  available).  Looked  at  next  was 
its  share  of  loan  applications  from  resi- 
dents of  census  tracts  that  are  75%  or  more 
black  in  those  states.  Nearly  all  the  100 
largest  lenders,  including  banks  and 
thrifts,  operate  in  more  than  one  state. 

Conclusion:  Of  the  nation's  top  100 
mortgage  lenders  in  terms  of  applications, 
63  had  less  penetration  in  largely  black 
areas  than  they  did  overall  and.  in  most 
cases,  significantly  less.  Mortgage 
bankers,  which  account  for  75  of  the  top 
100,  make  up  50  of  those  63  deficient 
lenders,  or  79%.  The  other  lenders  -  banks 
and  thrift  institutions,  two  groups  subject 
to  fair-lending  regulations -had  a  compar- 
atively good  record,  suggesting  that  they 
have  been  unfairly  accused  of  discrimina- 
tion. But  many  mortgage  bankers  doing 
little  inner-city  lending  are  banks'  and 
thrifts'  unregulated  subsidiaries. 
Some  Poor  Performers 

Some  big  mortgage  bankers  were 
among  the  worst  performers  by  this  gauge. 
Directors  Mortgage  Loan  Corp.,  for  exam- 
ple, got  two  applications  of  every  100 
received  by  all  lenders  in  its  overall  mar- 
ket, but  only  0.3  application  for  every  100 
from  the  largely  black  areas  within  its 
market.  Thus,  the  ratio  of  its  penetration 
of  black  areas  to  its  penetration  of  all  areas 
is"  a  very  low  0.15.  Other  poor  performers 
by  this  gauge  included  Countrywide  Fund- 
ing with  a  0.3  share  ratio.  Prudential  Home 
Mortgage  at  0.44,  PNC  Mortgage  at  0.45 
and  Norwest  Mortgage  at  0.59. 

Yet  34  big  lenders  showed  up  relatively 
well,  with  share  ratios  above  1.0,  indicat- 
Please  Turn  to  Page  A6.  Column  l 
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Continued  From  First  Page 
mg  that  their  share  of  applications  from 
black  areas  was  greater  than  their  share  of 
the  applications  from  all  areas  where  they 
do  business.  These  lenders  include  plenty 
of  mortgage  bankers,  and  giants  at  that, 
such  as  Margaretten  &  Co.  and  the  Na- 
tionsBanc  Mortgage  Corp.  subsidiary  of 
NationsBank  Corp.  of  Charlotte,  N.C.  The 
size  of  this  group  may  be  surprising,  given 
the  perception  of  endemic  lending  bias. 

The  mortgage  bankers  with  weak  out- 
reach in  predominantly  black  areas  all 
say  they  are  trying  to  fix  the  problem.  If 
they  don't,  they  may  be  forced  to.  Con- 
gress has  proposed  ending  their  exemp- 
tion from  fair-lending  rules,  and  their 
nonexempt  rivals  are  clamoring  for  that. 
New  rules  proposed  by  regulators  seek 
to  impose  some  requirement  to  lend  in 
minority  areas. 

In  addition,  the  federal  government 
subsidizes  inner-city  lenders,  but  Its 
decades-old  programs  have  been  plagued 
by  abuses,  have  accumulated  massive 
losses  over  the  years  and,  ironically. 
sometimes  undermine  the  very  communi- 
ties they  are  designed  to  help. 

Mortgage  bankers,  although  around 
for  decades,  mushroomed  during  the  S&L 
debacle  and  the  recent  refinancing  boom 
and  last  year  made  more  than  half  of  all 
home  loans.  Yet  they  are  barely  visible; 
they  get  most  of  their  business  through  in- 
termediaries such  as  real-estate  brokers. 

Mortgage  bankers  often  don't  pene- 
trate black  neighborhoods  as  well  as  com- 
mercial banks  and  thrifts  do  because  their 
operations  rely  more  heavily  on  a  high 
volume  of  cookie-cutter  loans,  ones  that 
are  a  snap  to  approve,  and  these  are  more 
plentiful  in  mostly  white  suburbs  than  in 
mostly  black  inner  cities.  In  addition, 
mortgage  bankers  need  higher  volumes 
because  they  lack  the  cheap  source  of 
funds  available  to  banks  and  thrifts -de- 
posits. In  fact,  they  borrow  from  banks. 

Although  serving  black  neighborhoods 
poorly  may  have  little  to  do  with  racism,  it 
carries  a  high  social  cost.  Areas  that  are 
more  than  75%  black  are  home  to  10.6  mil- 
lion blacks,  or  35.5%  of  the  nearly  30  mil- 
lion African-Americans.  Partly  because  of 
restricted  access  to  capital,  just  7.7%  of  all 
homeowners  are  black  even  though  blacks 
constitute  12.1%  of  the  U.S.  population. 
Because  home  ownership  fosters  a  com- 
mitment to  community,  a  sense  of  belong- 
ing to  society,  it  is  likely  that  blacks'  diffi- 
culties in  buying  homes  increase  the 
alienation  some  feel. 


FEW  LOAN  APPLICANTS 

African-Americans,  and  especially  those 
living  in  largely  black  communities,  are  un- 
derrepresented  in  the  pool  of  mortgage  ap- 
plicants, to  1992.  blacks  submitted  just 
5.6%.  or  128.000.  of  the  2,250.000  applica- 
tions. Only  25.000  of  those  were  from  blacks 
in  black  communities.  Companies  such  as 
Directors  Mortgage  say  they  have  open- 
door  policies  and  don't  discriminate;  yet  in 

1992  the  Riverside.  Calif.,  company  took  in 
just  51  loan  applications  from  largely  black 
areas,  out  of  its  total  of  24,830. 

"The  issue  of  application  rates  is  ab- 
solutely critical  to  closing  the  disparity  in 
terms  of  dollars  that  are  lent  to  communi- 
ties of  color,"  Rev.  Stith  says.  "It's  impos- 
sible to  get  from  where  we  are  to  where 
we  need  to  be  if  lenders  don't  aggressively 
market  in  these  communities." 

The  place  to  find  aggressive  marketing 
is  to  suburbs  such  as  Carol  Stream,  about 
25  miles  west  of  downtown  Chicago.  With 
thousands  of  newly  built  tract  homes  for 
young,  up-and-coming  families,  mortgage 
bankers  flock  to  it  One  of  their  first  stops 
is  at  the  Coldwell  Banker  office,  the  most 
active  real-estate  agency  in  town. 

Nancy  Taylor,  who  manages  the  office. 
says  she  gets  about  20  visits  a  week  from 
loan  officers.  Some  drop  in  repeatedly, 
begging  to  see  her  and  pestering  her 
agents.  Rate  sheets  and  other  promotional 
materials  pour  into  the  office.  "We  get 
very  good  at  standing  over  our  garbage 
cans  going  through  our  mail,"  she  says. 


I  THE  SUBURBS 

Among  the  national  lenders  bombard- 
tog  Ms.  Taylor  and  her  staff  is  Norwest 
Mortgage.  The  subsidiary  of  Minneapolis- 
based  Norwest  Corp.  attracts  more  appli- 
cations for  home-purchase  loans  than  any 
other  lender,  many  from  first-time  buy- 
ers. Norwest  Mortgage  has  707  offices 
across  the  nation,  mostly  in  places  such 
as  Carol  Stream.  The  way  Norwest  builds 
market  share  is  "to  go  after  the  suburbs 
first."  President  Mark  Oman  says.  "We 
start  small,  hire  a  few  people,  gain  name 
recognition  and  spread  to  an  adjoining 
market  We  tend  to  ring  a  city  before  we 
go  into  the  heart  of  it." 

But  going  into  the  heart  seldom  means 
a  heavily  black  urban  core.  Norwest  has  no 
office  to  South  Central  Los  Angeles,  though 
it  has  19  to  the  region.  In  Chicago,  it  re- 
cently closed  two  offices  that  were  near  the 
black  South  Side.  Mr.  Oman  declines  to 
specify  how  many  of  the  firm's  2,800  loan 
officers  are  black  but  says  8%  belong  to  mi- 
nority groups,  up  from  5.3%  in  1992. 


Even  Norwest  isn't  aggressive  enough 
to  win  most  of  Ms.  Taylor's  business.  PNC 
Mortgage  does.  It  pays  for  a  lot  of  the 
Coldwell  Banker  office's  advertising,  of- 
fers loan-fee  discounts  to  her  customers 
and  sponsors  home  buyers'  seminars  at  a 
pizza  restaurant.  Once,  PNC  took  her 
agents  on  an  open-house  tour  complete 
with  a  catered  lunch.  The  upshot  of  such 
lavish  attention  is  that  her  customers, 
even  those  with  credit  problems,  almost 
always  get  loans.  "We  have  lots  of  op- 
tions," she  says. 

Real-estate  agents  in  heavily  black 
communities  almost  never  get  perks  such 
as  catered  tours,  and  mortgage  options 
are  relatively  few.  With  competition 
weak,  the  result  is  a  lot  of  disappointed 
would-be  home  buyers  and  rampant 
abuses,  such  as  price  gouging. 

Last  year,  for  example,  a  Fleet  Finan- 
cial Group  Inc.  unit  settled  complaints 
that  it  preyed  on  blacks  in  Georgia  by 
charging  usurious  interest  rates  of  up  to 
30%.  It  agreed  to  pay  $35  million  of  conces- 
sions, including  cash  refunds  and  interest- 
rate  reductions,  and  make  $70  million  in 
low-interest  loans  over  a  five-year  period. 
"There  were  practices  there  that  were  in- 
appropriate and  we  fixed  them,"  says 
Michael  Zucchini,  vice  chairman  of  Fleet, 
of  Providence,  R.I. 

STRUCTURAL  PROBLEM 

In  many  ways,  the  problem  is  struc- 
tural. To  drum  up  business,  major  mort- 
gage bankers  don't  use  the  kind  of  mass- 
media  advertising,  much  less  retail 
branches,  that  commercial  banks  do.  In- 
stead, they  tap  what  are  known  as  mar- 
keting channels.  The  richest  channels  are 
real-estate  brokers  and  independent  mort- 
gage brokers,  who  tend  to  cluster  in  sub- 
urbs. Other  channels  for  referrals  include 
big  corporate  employers  and  existing  cus- 
tomers. All  these  channels  tend  to  yield 
few  new  African-American  customers. 

Prudential  Home  Mortgage,  for  exam- 
ple, doesn't  have  a  walk-in  branch  in 
Newark,  NJ.,  a  predominantly  black  city 
where  its  parent.  Prudential  Insurance  Co. 
of  America,  is  based.  In  fact,  it  doesn't 
have  one  anywhere.  Its  roving  sales  force 
concentrates  on  getting  contracts  from  ma- 
jor companies  relocating  employees. 
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Moreover,  "there  is  a  skew  away  from 
blacks  being  relocated.  I  don't  know  if 
that  reflects  corporate  America  or  what," 
says  Douglas  Rossbach.  Prudential  Home 
Mortgage's  senior  vice  president  for  mar- 
keting. He  adds:  "We  can't  drive  people 
into  a  branch  if  we  don't  have  any.  The  is- 
sue comes  down  to  how  much  [black  busi- 
ness! can  be  obtained  through  the  way  the 
company  is  set  up." 

Like  Prudential,  PNC  Mortgage  makes 
thousands  of  loans  without  ever  seeing  its 
borrowers  or  their  neighborhoods.  Inside 
PNC's  telemarketing  headquarters,  in  an 
office  park  in  suburban  Lombard,  III.,  the 
chasm  between  mortgage  bankers  and 
low-income  black  borrowers  is  palpable. 
Cubicles  full  of  well-dressed,  mostly  white 
salespeople  make  calls  around  the  coun- 
try, using  leads  from  the  channels,  and 
tap  at  computers  while  posing  scripted 
questions  such  as:  "Does  the  buyer  have 
sufficient  funds  to  close  this  loan?" 

EFFICIENT  AND  PROFITABLE 

The  impersonal,  volume-driven  system 
tends  to  weed  out  quickly  a  prospective 
borrower  who  has  had  a  car  repossessed 
or  once  filed  for  personal  bankruptcy.  But 
it  is  efficient  and  highly  profitable.  Last 
year,  38  mortgage  consultants  at  Lombard 
closed  7,600  loans-200  per  person-with- 
out  leaving  their  seats.  A  local  S&L  officer 
typically  writes  100  to  150  loans  a  year. 

PNC  says  it  plans  to  attract  more  black 
borrowers  by  opening  branches,  loosening 
underwriting  criteria  and  contracting 
with  credit-counseling  groups  in  inner- 
city  areas.  "We  have  underserved  our 
cities."  says  Walter  C.  Klein  Jr.,  its  chief 
executive.  "I  should  kick  myself  in  the 
butt  for  it."  (PNC.  formerly  Sears  Mort- 
gage, was  sold  by  Sears.  Roebuck  &  Co. 
last  year.  Mr.  Powell,  the  real-estate 
agent,  says,  "I  never  knew  Sears  was  in 
the  mortgage  business.") 

Mortgage  bankers  underserve  blacks 
through  their  choice  of  turf  and  operational 
structure,  but  also  by  the  cookie-cutter 
loans  they  favor.  Their  products  are 
geared  to  once-over-lightly  underwriting, 
high-speed  processing  and  immediate  saie 
to  outside  investors.  The  investors,  mainly 
Federal  National  Mortgage  Association 
and  Federal  Home  Loan  Mortgage  Corp., 
scoop  up  huge  pools  of  mortgages  based  on 
assurances  that  they  fit  rigid  formulas. 

The  two  companies,  which  are  privately 
owned  but  were  created  by  Congress  and 

are  implicitly  backed  by  the  U.S.  Treasury, 
insist,  for  example,  that  borrowers'  debt 
service  be  less  than  28%  of  their  gross  in- 
come, that  they  have  worked  at  least  two 
years  at  the  same  type  of  job,  and  that 
they  had  no  more  than  two  late  credit-card 
payments  in  the  past  year.  Exceptions  re- 
quire extra  paperwork  and  gum  up  the 
works.  Low-income  black  borrowers  tend 
to  have  lots  of  exceptions. 


Countrywide  Funding  became  a  huge 
mortgage  underwriter  by  drastically 
streamlining  the  approval  process  and 
thus  pleasing  third  parties  that  send  it 
most  of  its  business.  "What  is  of  interest 
to  the  referrer  is  how  fast  you  process  a 
loan.  What  distinguishes  you  is  price  and 
service,  because  the  product  is  a  commod- 
ity," says  Jerry  Baker,  managing  director 
of  production  for  the  unit  of  Countrywide 
Credit  Industries  Inc. 

BROKERS  BLAMED 

Mr.  Baker  blames  Countrywide's  poor 
penetration  in  black  communities  on  its 
"business  partners."  such  as  independent 
mortgage  brokers,  who  are  free  to  pursue 
loans  wherever  and  to  whomever  they 
wish.  Because  the  mortgage  brokers  are 
paid  on  commission,  they  gravitate  to 
places  where  home  prices  and  sales  vol- 
ume are  high  and  where  borrowers'  credit- 
worthiness is  easy  to  assess.  Countrywide 
has  opened  several  offices  in  black  areas 
and  is  trying  to  link  up  with  more  black 
mortgage  brokers,  he  says.  As  part  of  this 
effort,  it  hands  out  a  short  video,  narrated 
by  James  Earl  Jones,  the  black  actor,  and 
featuring  black  homeowners. 

But  fair-lending  advocates  question  the 
sincerity  of  such  efforts.  What  black  home 
buyers  really  need,  they  say,  is  a  wider 
variety  of  products  and  more-flexible  un- 
derwriting. Ronald  Branch,  president  of 
an  association  of  black  real-estate  agents 
in  Chicago,  figures  that  sales  in  his  office 
would  rise  10%  if  he  could  get  a  loan  pack- 
age to  help  small  investors  buy  and  fix  up 
homes.  "I've  been  talking  about  this  for 
several  years,  but  lenders  say  the  risk  is 
too  high,"  Mr.  Branch  says.  "It's  like  our 
money  doesn't  spend." 

A  few  major  mortgage  bankers  do 
have  a  long  history  of  serving  largely 
black  communities.  Better  than  most  is 
Margaretten,  a  unit  of  Margaretten  Fi- 
nancial Corp.  of  Perth  Amboy,  N.J., 
whose  share  of  applications  in  largely 
black  markets  is  2.5  times  its  overall 
share.  Margaretten  loan  officers  are  fix- 
tures in  black  enclaves  of  Philadelphia, 
Miami,  Washington  and  Chicago,  and 
they  are  skilled  at  teasing  out  of  a  loan 
applicant  information  that  helps  justify. 
say,  a  chaotic  job  history  and  enables 
the  applicant  to  qualify. 

Margaretten's  Leonard  Flowers,  a  31- 
year-old  African-American  loan  officer, 
often  counsels  borrowers  for  six  months 
before  they  apply.  One  client,  Katherine 
Parker,  a  welfare  caseworker,  almost 
gave  up  on  buying  her  $55,000  brick  bun- 
galow after  one  lender  balked,  citing 
credit  problems  lingering  from  her  1986 
bankruptcy.  Advised  by  Mr.  Flowers,  she 
says  she  cleared  up  the  matter  after  lots 
of  phone  calls  and  letters.  Without  extra 
help.  Mr.  Flowers  estimates.  90%  of  his 
borrowers  wouldn't  get  approved. 


'A  KIND  OF  MORALITY' 

"We  think  minority  loans  are  quality 
loans,"  says  Felix  Beck,  chief  executive  of 
Margaretten.  which  Chemical  Banking 
Corp.  of  New  York  acquired  last  month. 
"There's  a  kind  of  morality  that  pervades 
everything  we  do." 

But  Margaretten  is  no  charity.  The 
profitable  company  doesn't  bear  any  risk 
on  most  of  its  loans  because  the  Federal 
Housing  Administration  guarantees  them. 
FHA  loans,  made  through  pnvate  lenders, 
are  widely  available  in  black  neighbor- 
hoods, but  conventional  loans,  on  which 
underwriters  retain  the  risk,  are  not. 

Although  a  blessing  to  buyers  such  as 
Ms.  Parker,  FHA  loans  also  are  a  curse. 
Defaults  on  them  have  been  high  for  two 
decades  because  lenders  tend  to  be  care- 
less and  borrowers  marginal.  Nationwide, 
the  FHA  default  rate  averages  11% -it  ex- 
ceeds 39%  in  some  areas  for  certain  peri- 
ods-and  is  more  than  double  the  esti- 
mated raie  for  all  home  loans.  Last  year, 
the  FHA  paid  off  more  than  79,000  default 
claims  at  a  cost  of  S4.9  billion,  and  its  ac- 
cumulated operating  deficit  is  S6.3  billion, 
according  to  its  fiscal  1993  audit. 

And  neighborhoods  can  be  devastated. 
Once  in  foreclosure,  an  FHA  property  can 
sit  vacant,  caught  in  red  tape,  for  five 
years  or  more.  One  boarded-up  house  on  a 
block  can  erode  property  values,  and  soon 
other  board-ups  loom  around  it.  In  six 
hard-hit  sections  of  Chicago,  12.5%  of  the 
FHA  loans  that  Margaretten  made  be- 
tween 1986  and  1989  ended  in  default,  ac- 
cording to  research  by  the  National  Train 
ing  and  Information  Center,  a  Chicago  ad- 
vocacy group.  Fleet  Mortgage,  another 

huge  FHA  lender,  had  a  16.5%  rate. 

And  however  moral,  Margaretten 
wasn't  reluctant  to  impose  steep  charges. 
Until  late  1991.  a  $20,000  Margaretten 
mortgage  could  cost  up  to  five  percentage 
points  more  in  up-front  fees  than  a 
$120,000  one,  Mr.  Beck  says.  Federal  regu- 
lators  have  limited  the  industrywide  prac- 
tice, known  as  tiered  pricing,  to  a  maxi- 
mum fee  differential  of  two  points.  "The 
market  should  allow  you  to  charge  what 
you  need  to  charge,"  Mr.  Beck  says.  "We 
did  that,  and  we're  not  ashamed  of  it." 

A  MAVERICK  LENDER 

In  any  case,  these  are  the  kinds  of 
headaches  that  most  big  mortgage 
bankers  prefer  to  avoid.  They  frankly  ad- 
mit that  they  are  creatures  of  the  suburbs 
and  say  entrenched  players  have  heavily 
black  areas  locked  up.  But  some  lenders 
have  discovered  that  they  can  crack  these 
markets  and  earn  acceptable  returns. 

In  1989,  American  Savings  Bank,  based 
in  Stockton.  Calif.,  and  controlled  by  Texas 
tycoon  Robert  Bass,  decided  it  wanted  to 
become  a  leader  in  inner-city  lending. 
Starting  from  scratch,  the  thrift  has 
earned  praise  in  places  such  as  Oakland. 
Calif.,  and  South  Central  Los  Angeles.  It 
opened  neighborhood  branches  and  staffed 
them  with  black  "urban  lending  special- 
ists" who  must  lend  within  low-income 
boundaries  and  earn  commission  rates  W~ 
higher  than  other  loan  officers  get. 
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MORTGAGE  BANKERS  WITH  MOST  UNBALANCED  PATTERNS 

Lenders  from  the  100-largest  list  ranked  by  the  ratio  of  company's  share  of  predominantly  black-area  applications  to  share  of  all  applications  in 
states  where  it  operates  Based  on  nationwide  data  for  1992. 

•mi- 

TOTAL     UTHM 
MTU-         FROM       SLAM 
UTKM        1LAC«       SHARE 
UNDER  AND  HOME  STATE                    RECEIVED        AREAS       RATIO       LEKOERS  COMHEtfTS 

Accutane  Mortgage  Corp., 
Texas 

Purchased  in  October  1 992  from  the  flesolubon  Trust  Corp  By  a  private  group  after  the  agency 
7,720           5         0>05       seized  El  Paso  Savings  &  Loan.  Accutane's  former  owner  Company  moving  to  implement  new 
fair-tending  policies 

Chase  U.S.  Consumer  Services, 
NX 

Caters  to  affluent  customers  with  minimum  $350,000  loans  Other  mortgage  units  of  Chase 
4,289           4          0.08       Manhattan  Corp  (Chase  Home  Mortgage  and  Troy  A  Nichols)  have  significantly  better  records  in 
attracting  borrowers  'rom  black  areas 

FBS  Mortgage  Corp., 
Minn. 

Most  largely  black  sections  in  its  market  area  are  in  Milwaukee  where  it  is  relatively  inactive. 
7,932          12          0.09        Much  lending  focused  on  Mmneapolis/St  Paul,  which  has  few  black  neighborhoods 

Directors  Mortgage  Loan  Corp.. 
CalH. 

. ,   Operates  in  fair,  non  discriminatory  manner.  Became  aware  of  ineffective  marketing  to  blacks 
24330        51          OlIO   ,   last  year  fiecrumng  minority  mortgage  brokers  and  re-examining  policies 

U.S.  Bancorp  Mortgage  Co.. 
Ore. 

Active  m  rural  areas  where  few  blacks  live  and  in  ernes  with  few  largely  black  areas  Offers  pro- 
13.689         16          9-21       grams  to  educate  and  attract  mmonty  home  buyers,  including  low-down -payment  loans. 

Atlantic  Coast  Mortgage  Co.. 
Va. 

Lending  focused  on  parts  of  Virginia  and  Tennessee  with  tew  largely  black  neighborhoods 
3,964         26          9.23       Recent  expansion  includes  more  sucrt  communities  Participates  m  local  home  buyers' 
seminars. 

Guild  Mortgage  Co., 
Calif. 

*    Offices  are  thinly  dispersed  in  many  states,  so  companson  to  more  geographically  concentrated 
'  3,949         10         9JBS       lenders  is  unfair  'Everyone  at  Guild  is  very  in  tune  with  lair  lending.'  an  official  says. 

Principal  Mutual  Life  Ins., 
Iowa 

Preoccupied  with  refinancing  mortgages  of  existing  customers  instead  of  new  business  and 
12,204        48          9J9       bought  1/3  of  its  mortgages  from  third  parties  Began  addressing  minority  lending  deficiencies 
1   last  year. 

Mellon  Mortgage  Co.. 
Colo. 

-    This  subsidiary  and  Mellon  Bank  are  linked  operationally  so  records  should  be  considered  jointly 
3,729           7         B.2B       (bank's  share  ratio  is  2  78)  Company  says  its  limited  operations  in  some  cities  distort  results 

Inland  Mortgage  Corp., 
Ind. 

Located  in  predominantly  white  suburbs  where  lucrative,  large-balance  loans  are  abundant 
13,081         74          0*28       Recently  mrtiated  inner -city  marketing  efforts  The  fair-lending  "responsibility  has  caught  up  to 
us."  a  spokesman  says 

By  1992.  American  had  granted  S145 
million  of  mortgages  to  California  blacks, 
about  half  as  much  as  BankAmerica 
Corp..  which  has  11  times  its  assets  and 
far  more  marketing  clout.  In  South  Cen- 
tral L.A.  last  year.  American  made  three 
times  as  many  home-purchase  loans  as 
BankAmerica.  And  it  has  been  solidly 
profitable,  with  an  average  five-year  re- 
turn on  assets  exceeding  1%  and  a  delin- 
quency rate  in  low-income  areas  that  is 
one-fourth  that  of  affluent  towns  such  as 
Santa  Monica. 

"It  all  comes  down  to  being  there  with 
a  branch,"  says  American  Chairman 
Mario  Antoci.  "Unless  you  focus  on  some- 
thing, then  things  don't  get  done." 

That  is  what  many  previously  inactive 
mortgage  bankers  now  say  they  intend  to 
do.  But  many  people  in  black  communities 
aren't  persuaded.  "There  are  some  token 
attempts,"  says  Mr.  Branch,  the  Chicago 
real-estate  broker.  Overtime,  we  will  see 
if  it's  a  show  or  not."  ♦ 


HOW  THE  DATA  WERE  ANALYZED 


The  accompanying  article  and  tables  are 
based  on  The  Wall  Street  Journal's  analysis  of 
2JIS0.0O0  loan  applications  received  by  U.S. 
lenders  in  1992  and  of  data  on  the  1990  racial 
makeup  of  census  tracts. 

The  analysts  focused  on  applications  for 
mortgages  to  buy  one-family  to  four-family  resi- 
dences, including  mobile  homes.  Applications 
that  did  not  specify  the  loan  amount  and  the  ap- 
plicant's race,  sex  and  income  were  eliminated, 
as  were  those  for  which  accurate  census-tract 
data  weren't  available. 

To  assess  lenders'  interest  in  marketing 
loans  in  predominantly  black  neigtioorhoods, 
the  Journal  first  counted  the  number  of  applica- 
tions each  lender  received  on  property  in  aQ 
U.S.  census  bracts.  II  also  calculated  the  num- 
ber of  applications  a  lender  received  on  prop- 
erty in  census  tracts  where  blacks  make  up  at 


least  75%  of  the  population. 

The  Journal  next  computed  the  percentage, 
or  share,  of  applications  a  lender  garnered  in  all 
states  in  which  it  operated,  and  then  the  share 
of  applications  a  lender  received  from  census 
tracts  with  a  Mack  population  of  75%  or  more. 

For  each  lender,  a  share  ratio  was  derived 
by  dividing  Its  percentage  of  predominantly 
black-area  applications  by  Its  overall  share  of 
applications.  A  ratio  of  one  indicates  equal 
penetration  in  black  and  nonblack  areas,  a 
ratio  less  than  one  shows  less  marketing  pen 
etration  in  black  areas  than  white,  and  a  ratio 
greater  than  one  shows  more  penetration  in 
black  areas. 

Under  government  rules,  lenders  and 
their  affiliates  and  subsidiaries  report  scpa 
rately  and  so  are  shown  that  way  on  ihe  list 
below. 
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Mortgage  Lenders  Agree 
To  Push  Anti-Bias  Pledge 


LENDING.  From  D I 


olated  federal  laws  against  lending  discrimi- 
nation. The  administration  also  has  stepped 
up  enforcement  by  banking  regulators  of  the 
Community  Reinvestment  Act  (CRA),  which 
bans  mortgage  lending  discrimination  by 
banks  and  savings  and  loans. 

The  CRA  does  not  apply  to  mortgage 
companies,  which  in  recent  years  have  be- 
come the  biggest  providers  of  home  mort- 
gages and  the  chief  targets  of  anti-discrimi- 
nation campaigns  by  community  groups. 

Housing  advocates  and  other  lenders  said 
that  voluntary  pledges  may  encourage  some 
additional  lending  in  minority  neighborhoods, 
but  they  are  not  necessarily  the  best  way  to 
fight  discriminatory  lenders. 

Instead  of  the  government  deciding  to  sue 
them  or  investigating  them,  they're  giving 
them  publicity ,"  said  John  Relman  of  the  Wash- 
ington Lawyers  Committee  on  Civil  Rights. 

Trade  associations  for  other  lenders  con- 
firmed that  they  have  been  asked  to  sign  simi- 
lar pledges  but  refused  to  do  so  and  suggested 
the  mortgage  bankers  agreed  to  the  plan  to 
avoid  more  stringent  federal  laws. 

It's  pretty  clear  the  mortgage  bankers  were 
hoping  to  fend  off  CRA-type  regulation,"  said 
James  McLaughlin,  a  lobbyist  for  the  American 
Bankers  Association. 

Taking  the  pledge  "doesn't  strike  us  as  neces- 
sary or  pnn:culariy  sensible"  when  lending  dis- 
crimination is  already  prohibited  by  federal  law, 
said  Paul  A.  Schosberg,  president  of  the  Savings 
and  Community  Bankers  of  America,  the  trade 
group  for  savings  and  loan  associations. 

Kenneth  Guenther.  president  of  the  Indepen- 
dent Bankers  As<:'_  :"   *  r  "*:n.  *.vhi^ 
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get  lenders  to  sign  anti-discrimination  pledges  is 
"clearly  a  ease  of  the  Clinton  administration  at- 
tempting to  use  the  banking  industry  to  carry 
forward  the  social  programs  of  the  administra- 
tion because  they  don't  have  enough  money  in 
the  direct  budget  to  do  what  they  want." 

Warren  Lasko,  executive  vice  president  of 
the  mortgage  bankers  group,  said  his  organiza- 
tion is  trying  to  serve  minority  borrowers  bet- 
ter, not  to  preempt  tighter  regulation.  "We  be- 
lieve voluntary  agreements  to  clarify  regulation 
are  far  preferable  to  layers  of  new  laws,"  he 
said. 

The  agreement  between  HUD  and  the  mort- 
gage bankers  spells  out  what  it  calls  the  "best 
practices"  fix  encouraging  fair  lending.  Individ- 
ual mortgage  companies  wiil  be  asked  to  pledge 
to  follow  those  practices,  but  the  government 
will  have  no  legal  authority  to  enforce  them, 
Achtenberg  said. 

The  agreement  does  not  set  quotas  for  new 
minority  loans,  but  calls  on  mortgage  compa- 
nies to  develop  their  own  targets  for  additional 
lending  and  to  change  their  lending  practices  to 
achieve  those  goals. 

Based  on  the  argument  that  minority  loan  of- 
ficers are  more  likely  to  be  sympathetic  to  mi- 
nority borrowers,  the  agreement  calls  for  lend- 
ers to  "encourage  development  of  a  work  force 
that  reflects  the  cultural  racial  and  ethnic  di- 
versity of  the  lenders'  market."  The  mortgage 
companies  auo  would  pledge  to  advertise  in  n-j- 
nority  media  outlets  and  to  recruit  minority 
real  estate  agents  to  help  them  get  business. 

The  accord  advocates  that  lenders  end  the 
practice  of  setting  a  minimum  size  on  the  mort- 
gage loans  they  make.  A  high  minimum  can 
have  the  pffec:  of  hUvUcng  loans  to  borrowers 
who  live  in  low-income  neighborhoods. 
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Mortgage  Banks  Winners 
In  the  Bailout  Sweepstakes 


The  Thrift 
Bailout: 


BySNICDHAPRAKASH 
Third  Part  of  a  Weeklong  Stnes 
The  home  mortgage  market 
isn't  what  it  used  to  be. 

Once  ruled  firmly  by  the 
nation's  thrifts,  the  market  was 
set  on  its  ear  6y  the  Financial 
Institutions  Reform  Recovery 
and  Enforce- 
ment Act  of 
1989. 

Wt  Nowadays, 

fltkfl^^  thrifts  account 

^^^Bfc  for  22% 

fa^^BME^^    of  new 

^mBlTE/?    mortgages, 

down  from . 
42<7r  before  the  batlout  law.  The 
new  leaders:  mortgage  banks  and 
their  government-sponsored  part- 
ners -  Fannie  Mae  and  Freddie 
Mac. 

Mortgage  banks  like  Country- 


Swapping  CbMfM 

q  ThrHto  are  '.oak*  market 
dominance 

rk  Mortgage  banks  grab 
^l«a*»j  position 

q  Fannie  Mae  and  Fiaddto 
.Mae  enjoy  a  sate  .   . 

q  SuwMng  thrifts  seek 
■*•  ruches,  sell  off  atw  loam 

wide  Credit,  previously  known 
only  to  industry  insiders,  have 
become  full-fledsed  financial 
celebrities.  As  a  group,  they  now 
handle  about  half  of  all  mortgage 
originations,  up  from  about  one- 
third  in  1988. 

"Mortaaee  banks  are  the  real 
winners  of  F1RREA,"  says  Gareth 
Plank,  an  analyst  with  Mabon 
Securities. 

How  did  all  this  come  about? 
For  one  thing,  the  bailout  law 
thinned  the  ranks  of  the  nation's 
thrills  bv  about  one-third,  to 
■>  |(X>  And  it  restrained  the  sur- 
",vmw  uisiitulions  with  tou-h  new 
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Th.it  left  a  hi::  opening  for 
mortgage 
banks,  which 
sell  most  of 
their  new 
loans  to 

Fannie  Mae 
Yp»t  "■  jncl  Freddie 
yS  Mac.  formally 
,ew  the  Federal 
National  Mortgage  Association 
and  the  Federal  Home  Loan 
Mortgage  Corp. 

The  new  prominence  of  mort- 
gage banks  helped  lift  the  agen- 
cies' purchase  volume  356%  in 
the  five  years  through  1993,  to 
$529.7  billion. 

While  the  agencies'  buying 
spree  headed  off  a  widely  feared 
credit  crunch  in  home  loans,  it  put 
new  pressure  on  even  the  largest 
of  thrifts. 

Increases  Competition 
"Frankly,  it's  just  harder  to 
compete,"  says  Robert  Bamum, 
president    of    California-based 
American  Savings. 

As  a  result  of  implicit  govern- 
ment backing,  the  agencies  are 
able  to  buy  mortgages  with  rela- 
tively low  interest  rates..  Though 
that  may  help  consumers,  it  clear- 
ly hurts  thrifts  trying  to  book 
mortgages  for  their  own  portfo- 
lios. 

Profit  margins  at  thrifts  are  50 
to  70  basis  points  lower  than  they 
were  in  the  '80s,  says  analyst 

Thomas  O'Donnell  of  Smith 
Barney. 

The  $17.3  billion-asset  Am- 
erican Savings  tries  to  compete 
around  the  agencies.  It  mines 
niches  that  mortgage  bankers 
can't  exploit,  making  loans  that 
secondary  market  agencies  won't 
buy. 

For  example.  American  goes 
after  loans  above  the  $203,000 
loan  limit  of  the  agencies.  Or  it 
makes  loans  in  inner  cities  on 
more  flexible  terms  than  Fannie 
and  Freddie. 

Some  small  thrifts,  meanwhile, 
have  pulled  out  of  first  mortgages 
altogether.  First  Federal  Savings 
and  Loan         Association, 

Middletown,  NY.,  now  focuses 
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A  Question  of  Scale 

"We  looked  actively  at  becom- 
ing a  mortgage  banker,  and  came 
to  the  conclusion  that  it  was  a 
scale  business."  says  Ken  Abt. 
president  and  CEO  of  the  thrift. 
"We  were  just  never  going  to  meet 
the  scale  the  competition  was.  and 
therefore  we  shouldn't  get  into  it." 

To  be  sure,  the  bailout  law  has- 
n't been  the  only  factor  in  the  rise 
of  mortgage  banks  and  the  sec- 
ondary market  agencies. 

The  lowest  interest  rates  in  a 
generation  sparked  a  refinance 
boom,  as  consumers  rushed  to 
lock  in  low  rates  through  fixed- 
rate  loans.  Mortgage  banks, 
which  specialize  in  such  loans, 
reaped  a  bonanza. 

Now  as  rates  move  up  again. 


thrifts  account  for  just 
22%  of  all  new 


mortgages,  down  from 
42%  before  the  1989 


bailout  law. 


adjustable-rate  mortgages  -  the 
strong  suit  of  thrifts  -  are  return- 
ing to  favor. 

Thrifts  are  expected  to  win 
back  some  market  share,  but 
much  of  the  gain  by  mortgage 
banks  has  been  permanent, 
experts  say. 

Mortgage  banks  solidified 
their  position  in  the  early  '90s 
with  stock  offerings.  Twelve  went 
public.  Now  some  are  .-finding 
wealthy  parents  in  the  form  of  big 
commercial  banks. 

In  May,  Chemical   Banking 

Corp.  snapped  up  Margaretten, 
and  last  week  Chase  Manhattan 
Corp.  signed  a  deal  to  take  over 
American  Residential  Mortgage. 

Faced  with  weak  demand  for 
commercial  loans,  banks  have 
been  eager  for  new  places  to  put 
their  money,  analysts  say.  And 
mortgage  banking  fits  naturally 
with  banks' burgeoning  consumer 
businesses. 

Meanwhile,  most  thrifts  that 
remain  in  the  business  have  begun 
to  operate  more  like  mortgage 
banks,  selling  off  at  least  some  of 
their  originations  and  earning  fees 
by  servicing  the  loans. 
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